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and is a much-appreciated ‘facility ’’ 
as well as a source of revenue. 

Illustrated above is the door of 

one of the John Tann safe- 

deposit integers, made of 





TANN SAFE= 









NEWGATE STREET, 





¥ 
—orV 


| 
| 





bright-drawn steel plate } inch (13 
millimetres) thick and secured by 
the John Tann Safe-Deposit Lock 
which provides every safeguard 
against theft and fraud. _Installa- 
tions which include a large range of 
such integers, of varying sizes and 
furnished with interior steel boxes 
and other equipment, have been 
supplied by John Tann to Banks 
all over the world. Enquiries are 
invited from those interested 

and who seek further inform- 
ation on this subject. 


LONDON, 





DEPOSITS | 


















THE 


BANKER ~ 


Vor. XCV OCTOBER 1950 No. 297 





[Bassano Ltd. 


SIR WILLIAM H. COATES 
(cvho has been appointed a deputy chairman of the Westminster Bank) 


E.C.I 















Burroughs great factory at Strath- 
leven, Scotland, now in production 


HIS great, modern Burroughs factory 

at Strathleven, Scotland (foreground 
building) is welcome news to business and 
vovernment throughout the United King- 
dom and the export market. 

Now coming into production, the 
world’s newest plant for the manufacture 
of business machines is located 16 miles 
from Glasgow, at Strathleven, on the 
Vale of Leven Industrial Estate. 

This new Burroughs plant of 150,000 
square feet at Strathleven, coupled with 
Burroughs production at Nottingham, 
ensures the continued leadership of these 
outstanding products both at home and 
elsewhere in the Empire. 

With the opening of Strathleven factory, 
Burroughs production in Britain now in- 
cludes all types of Burroughs machines 
In addition, the production requirements 


‘ 


or the entire world tor some Burroughs 
models are now being met exclusively at 
Strathleven 

Also. expanding as production — in- 
creases is the alert Burroughs service 
hand, 


organization Always near at 


Wherever there’s husiness 


there's 


BURROUGHS ADDING 
Avon House, 
Fact Nottingham, Est 


ADDING ACCOUNTING 


Burroughs 


MACHINE LIMITED 
356-366 Oxtord Street, London, W.1 


CALCULATING 


facilities and specialists are locally 
stationed to keep your machines in peak 
condition... to give you the finest counsel 
and guidance in solving those problems 
of business which involve _ figuring, 
accounting and statistics. 

We are grateful to our many friends in 
business whose increasing patronage has 
made this new project necessary. With 
ever greater facilities, we hope to serve 


them even better in the future. 
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A Banker’s Diary 


Ix the unhappiest Parliamentary session since the war, the Government this 
month increased the term of national service to two years, issued a grave 
warning on the deliberate disruption now being organized by 
Politics Communists within the Trade Unions and then, these dis- 
before tasteful duties done, proceeded to reveal to the House that 
Planning it had no serious plans for the economic organization of 
defence and that it had decided to wave the red rag of the 
Steel Act in the Opposition’s face. The weed of disturbance caused by this 
last act of politica ul irresponsibility should not be allowed to obscure the perhaps 
ereater gravity of its earlier economic dereliction. Whatever Government is 
in power next spring may now find itself batting on a pitch that has been 
badly queered by this autumn’s neglect. In view of the uncertainties about 
American aid and about the mutual defence programme, of course, it was not 
to be expected that Mr. Attlee should ihaien had a cut-and-dried ‘‘ Plowden 
Plan’ to lav before the Commons. His whole attitude in the debate, however, 
as well as that of the Minister of State for Economic Affairs, made it clear 
that the Government’s grand strategy in the next few months will be to poke 
defence programme away into any odd corners of the economy in which 
some slack (in bile resources and factory capacity) can be found; the 
earliest casualties of rearmament are therefore to be the first faint vestiges of 
xibility that were beginning to appear in some uneconomic sectors of Britain's 
industrial structure. Since this process of hunting for slack cannot possibly 
» very far, the Government's second objective will be to persuade manu- 
facturers who are not engaged on “ priority work to switch over to defence 
mtracts. The media of persuasion are apparently not to include inflationary 
vidding up of ng 8 for order has gone out that there is to be no pro- 
ering. Apart from the difficulty of deciding who is doing “ priority work 
in the absence of the old gauge of the price system), it is difficult to believe 
that the Defence Ministries can deploy enough expertise in their contract 
licv to prevent some element of bidding up—if not directly from their own 
fountain head, then lower down the line towards the sub-contractors. 
If all should go well, however, the Minister for Economic Affairs has esti- 
mated that the additional outlay should amount to only £70 millions in this 


financial year; it will rise to about £220 millions in 1951-52, to £400 millions 


33, and to about £600 millions in 1953-54. This vear’s additional 
xpenditure, however, is not to be financed by an autumn budget (including 
trenchment of the Government’s social outlavs and specific taxes on luxuries 


like television sets). Its impact is to be allowed to fall where it may. This 


leans, of course, that it will fall first on exports, then on investment and then 
ossibly—although the Government was surprisingly optimistic on this point 

n raw materials. Despite the fact that Britain’s balance of payments 
low seems to be running in unexpectedly fine fettle, the Government has 


tightly realized that this division of the impact is undesirable. It therefore 


lopes to shift some of the burden on to current consumption by diverting 


more consumer goods to export markets. In addition, “ it will not hesitate 
to mpose physical controls over raw materials if necessary. The recipe 


h 


therefore, that defence orders should blow up the bladder to bursting point 
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while the Board of Trade prods at inconvenient bulges with the stick of per- 
uasion and the demobilized army of commodity controllers stand by with their 
old inadequate puncture outfits. Unless some entirely fortuitous circumstance 
intervenes, it is clear what result will flow from this recipe: The defence pro- 
cramme will be unnecessarily impeded and Britain may drift on a slow swell of 
inflation towards yet another economic crisis. 


fue O.E.E.C. Council last month signed the agreement setting up a European 
Payments Union and appointed a Board of six members to manage it. The 
chairmanship has gone to Italy. The British representative is 


E.P.U. Mr. Hugh Ellis Rees from the Treasurv, who is to be one of the 
Signed two vice-chairmen. The Board will function in O.E.E.C. head- 


quarters in Paris, but the technical work will be done by the 
officials of the Bank for International Settlements in Basle which remains the 
agent for the E.P.U. as it was for its predecessor, the Intra-European Pay- 
ments Scheme. The first clearing under E.P.U. has just taken place. It covers 
payments between the member countries for the July-September quarter. The 
United Kingdom is expected to emerge from this first settlement with an 
ippreciable surplus—and one that may go some way towards mopping up the 
initial contribution against which E.R.P. grants will be receivable. 

Che entry into force of E.P.U. has had important effects on British exchange 
arrangements. Since all other members’ currencies are freely interchangeable 
and, therefore, of equal hardness or softness, any justification for their differen- 
tial treatment has disappeared. This was appreciated well before the negotiation 
of E.P.U. was completed and the necessary adjustments in sterling payments 
arrangements with the other member countries have already been made. No 
changes were needed for those countries already in the transferable account 
group. For other countries the element of administrative transferability was 
increased some little time ago so as to make their position virtually identical 
with that of full transferable account countries. The stage has now been 
reached to formalize this position and one by one the countries with which 
sterling payments have hitherto been operated on bilateral lines (tempered by 
administrative transferability) are being brought formally within the trans- 
ferable group. Progress is also being made in negotiating funding agreements 
covering those debts between members that it is thought undesirable to bring 
within the orbit of the periodic settlements. Britain has already made arrange- 
ments with Italy, France and Sweden, who hold substantial sterling balances, 
and with Denmark and Norway, who owe sterling debts. The one loose end 
that remains in the E.P.U. arrangements is the failure of Switzerland, for 
purely procedural constitutional reasons, to ratify the agreement. 






THE meeting of Governors of the International Monetary Fund and Inter- 
national Bank in Paris passed off without major incidents. There were no 
fundamental and urgent problems that called for immediatt 

Bank and attention comparable with the exchange upheavals that 
Fund enlivened the proceedings at the end of last year’s meeting 
Meetings in Washington. The Fund is still digesting the parities that 
were thrust down the gullets of its experts and executives at 

that memorable session. This year, only two currencies may have come under 
liscussion in meetings behind the scenes. They were the Australian pound, 
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which in the opinion of many experts should be written up, and the Pakistan 
rupee, Which many think should be written down. The Australian rate was 
not formally discussed since no change of parity can be considered by the 
Fund unless the member in question requests it. The two parts of the uneasy 
alliance that forms the Australian coalition Government hold diametric: lly 
op posite views on this subject and all consideration of a change in the parity 
seems to have been postponed for at least a year. The problem of the 
Pakistan rupee was directly raised since the Fund has yet to approve its 
paritv. The issue was referred to a committee—the most convenient device 
for dealing with what the Fund’s Washington experts plainly regard as an 
uncomfortably hot potato. 

The South African representative fulfilled expectations by raising once 
again the question of the price of gold. He made two proposals, the first for a 
uniform increase in the world price of gold and the second to allow gold pro- 
ducers to sell up to half their output at premium prices. The proposals were 
voted down, though South Africa obtained some support for its second proposal 
from the Belgian and French representatives. They argued, not altogether 
without substance, that by denying newly mined sold to the free markets the 
premium is raised and confidence in e xisting currency parities, all based on the 
official gold prices, is thus undermined. 

The Bank meeting had before it an annual report that had a year of 
reasonable activity to review. Loans of $166,345,000 were made during the 
fiscal year to June 30 last. More projects have been put under way since then, 
including loans to Turkey, Yugoslavia and South Africa. The main burden 
of criticism against the Bank has again been on the score of the relatively high 
cost of its loans and the assiduous care taken to eschew all risky operations. 
In this context the report on foreign investment recently issued by O.E.E.C. 
advocates some loosening of the conditions on which both the International 
Bank and the Export-Import Bank make their loans. 


[x an article that appeared in the May issue of THE BANKER a special corre- 
spondent described in some detail the tortuous history of British exchange 
control over security dealings for ‘‘ non-residents ”’ (the Bank 
Freer of England’s term for those who live outside the sterling area). 
Switching At that time the very rigid restrictions that had been imposed 
in July, 1948, had already been slightly eased, but ‘“ non- 
residents ’’ were still not allowed to switch out of British Government securities 
~y they were also prevented from making any switches that involved a change 
“borrower”? country. This latter ban meant that the “ non-resident ’ 
holder of, say, a Brazilian sterling security could switch only into another 
Brazilian sterling security; it also meant that a “‘ non-resident ” could not 
switch from a British industrial security into a South African mining share. 
In addition, the South African authorities themselves maintained a parallel 
(but even more rigid) set of restrictions that prevented any switching from 
one type of South African security to another. 

From Monday, September 4, this cobweb of restrictions has been largely 
swept away. Since then “ non-residents ’’ have been allowed to switch into 
any security that is quoted on a stock exchange in the sterling area and not 
redeemable earlier than ten years from purchase; similar relaxations have also 
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been extended to the investment of blocked sterling funds. These relaxations 
broadly restore facilities temporarily granted in 1947—before the last economic 
crisis but one. The reactions to this very welcome step have served to show 
how overdue it was. Prior to September 4, the British authorities had 
apparently feared that a relaxation of switching regulations would lead to 4 
mass exodus of ‘‘ non-resident holdings from gilt-edged into industrials and. 
above all, into South African shares. In fact, although Kaffirs have certainly 
received a much-needed shot in the arm, gilt-edged prices, within a week of 
the Bank of England’s announcement, were higher than they had been before 
it. One of the most active fields of operations has been that in certain indus- 
trial shares that are saleable on the Paris market. Some French holders of 
blocked sterling funds have used this means of repatriating their capital—but 
since they have been able to sell these securities only to other French investors, 
no net efflux of capital from the sterling area has been caused thereby. There 
has also been some marking up of Chilean and other Latin American sterling 
securities in London; some Latin American countries are expected to retire 
their sterling securities more rapidly now that they will be able to repurchase 
them by way of switches from gilt-edged bought with cheap security sterling in 
New York. As a result of such deals in cheap sterling and of certain non- 
resident switches from low-yielding to high-yielding sterling securities, Britain 
may lose some foreign exchange; this, however, will surely be more than 
countered by the direct and indirect advantages involved in bringing more 
foreign business to the London market. Perhaps the best commentary on the 
success of these relaxations is the fact that the four main security sterling rates 
in New York (gilt-edged, industrial, Rhodesian and South African sterling), 
which were quoted at the beginning of the month at rates ranging between 
$1.60 and $1.95 to the £, had found their common level a fortnight later at 
about $1.go—much nearer the higher than the lower level of the former spread. 


[tT is probable that this amendment to switching regulations was originally 


devised as part of a much wider programme of relaxation of controls over 
security dealings for non-residents, but that the uncertainties 


Future introduced by the Korean crisis caused the other projected 
of concessions to be withheld at the last moment. In view of 
Securities’ the success of the amendments that were put into effect, this 
Control decision to withhold wider freedom should now be recon- 


sidered. There are three steps the authorities should be able 
to take. First, the present restrictions on transfers from non-resident holders 
in soft currency countries to those in (arbitrarily defined) hard currency coun- 
tries should be relaxed; since a foreign holder of a sterling security can usually 
draw his dividends in hard currency wherever he resides, the present system of 
ad hoc vetting of each separate transaction causes more heart-burning than it 
is worth. One crumb of comfort in this field, incidentally, is thrown out by 
the regulations introduced on September 4. Henceforth non-residents applying 
for transfers need only prove that the securities concerned have been in con- 
tinuous ownership within their own country since September I, 1950, instead 
of since May 1, 1947; this suggests that any transfers that have slipped through 
across the frontiers in the last three years may now receive official sanction. 
The second step that ought to be taken is allied to the first. The prohibition 
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on the export of bearer securities, whose object is apparently to prevent their 
re -export to dollar areas, should be lifted. In this field, too, one small con- 
cession is made by the regulations of September 4; the facility for non-residents 
to switch into bearer securities will no longer be restricted to cases where 
the securities sold are non-registrable and those to be bought do not exist 
in registered form. Finally, and more generally, there are a number of 
minor respects in which the present regulations seem to be unnecessarily 
inflexible and irritating. Some examples of this, and of what was termed 
deficiencies ‘‘ on the public relations’ side ’’, were cited in the article in the 
May issue of THE BANKER. A new pinprick was introduced by the September 4 
regulations. Permission is now no longer granted for the transfer between 
banks and brokers of the uninvested proceeds of security sales unless the 
monies are to be held for re-investment in the same account; there may be 
some good reason for this new restriction of banking and broking freedom, 
but, if so, that reason does not seem to have been adequately explained to 
the City. Although restrictions may still have to be maintained on any export 
of capital from the sterling area—and although, therefore, the restrictions 
on switches into short-term securities may be reasonable—the time has surely 
come when pettifogging controls should be swept away and London's inter- 
nationally famed security market allowed to get on with its job. 


Ix the four weeks to August 16 Government borrowing from the banks (as 
shown by the change in the clearing banks’ holdings of money market assets, 
Treasury deposit receipts and cash) fell by £27.4 millions. 


Outlook In the same period, however, bank advances rose by {21.1 
for millions and bank investment portfolios (presumably as a 
Bank result of purchases from the private sector of the economy) 


Deposits rose by £3.2 millions. Net bank deposits at £5,778.4 millions 
were some £5.6 millions down on the salle: ” in August, 

1949, when Government repayments to the banks amounted to £57 millions, 
net deposits fell by £54.1 millions to {5,738.5 millions. The Sensilication of 
these figures and of those contained in the clearing banks’ statement for July, 


August Change on 
1950 Month Year 
sm ém. fm. 
Deposits 4 a oe soi 5908.1 £2. 3 + 40.5 
Net "' Deposits * ad oe 5778.4 5.0 t 39.9 

+ 

Cash .. r a a aoa 504.1 (8.45) t 3.5 - £2.60 
Money Market Assets ie re 1880.0 (31.5) 77-0 + 555.0 
Call Money ota sci nr 543.9 9.72 '.3 45.8 
Bills : sa ne re 1336.1 (22.4) 63.7 + 539.2 
Treasury Deposit Receipts .. oe 307.5 6.2) + 46.5 — 720.0 
Investments plus Advance a oi 3101.5 (51.9) + 24.3 + 760.9 
Investments as ae Pe 1499.3 (25.1) 5.2 Et.6 
Advances i a me 1602.2 (26.8) 25% + 172.5 


*After deducting items in course of collection. + Ratio of assets to published deposits. 
(reviewed in these columns last month) is clear. In August this year Govern- 
ment repayments to the banks were only half as large as in August, 1949— 
largely, no doubt, because Britain is now having to repay overseas debt in 
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consequence of its active balance of payments. Simultaneously, however, the 
summer check to bank advances is showing some signs of being impaired, 
Che figures for advances made by members of the British Bankers’ Associations 
in the three months to August (reprinted in our usual table on page 265) show 
in any case that this check was due to special factors. The £24 millions fall 
in advances in this quarter was more than accounted for by a £42.7 millions 
fall in advances to public utilities—a fall that must have been wholly due to 
repayments of advances out of the £75 millions worth of calls on the Electricity | 
Loan. Other special features of the current bank advances’ table are the 
seasonal fall in tobacco financing and an unexpected fall in advances to 
retailers ; the latter, of course, are at present enjoying a gentle buying boom, 

When the defence programme gets under way a deterioration of the 
Government's budgetary position must be expected—and it is unlikely that 
this will be entirely countered by a diminution of its obligation to repay overseas 
debt. Some increase in Government demands upon the banks must therefore 
be expected just at the moment when the rising trend of raw material prices 
may be exerting an upward pressure on private demands for advances. Although 
it is still too early to sound a loud warning bell—for the real impact of the 
defence programme will not be felt for some months—it is difficult to avoid 
the impression that bank deposits may now be taking the strain on the leash 
before a phase of at least moderate expansion. 





[XN response to many requests THE BANKER has published in book form an 
up-to-date and fully revised version of the eight articles on the Monetan 
Systems of the Colonies that appeared in consecutive issues 









“Monetary = of this journal from July, 1948. This book thus presents 
Systems the first full and authoritative account that has appeared in 
of the this century of the nature of, and the principles behind, the 






Colonies’ monetary systems of the separate British dependencies in 
Africa, Asia, the West Indies, the Pacific and the Mediter- 
ranean area. Its account of developments in these areas is carried up to the 
beginning of 1950 and thus throws important new light on the post-war 
problems of the sterling area and of dependent monetary systems in general. 
Unfortunately, the authorship must remain anonymous. It can be said, 
however, that the work is written by an eminent authority with wide practical 
experience of colonial monetary systems and ts also, as the final chapter on 
rrends and Future Possibilities ’’ shows, the product of much shrewd thought 
on the problems that lie behind them. Monetary Systems of the Colontes can 
be obtained for 3s. 6d., post free, by writing direct to the publishers at 72 
Coleman Street, London, E.C.2, or by placing an order with a newsagent. 
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Readers who bind their copies of THE BANKER should note that each volume will henceforth 
contail instead of three issues, together with an index that will appear loose with each 
January and July issue [his issue of THE BANKER is accordingly the fourth in Volume XC‘ 
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Arms, Sterling and the Dollar 


ITH every month that passes evidence accumulates of the deep-seated 

changes that are now stealing over the pattern of international pay- 

ments. The most striking item is that the United States has been 
losing gold since September, 1949. Over the intervening twelve months her 
monetary gold stock has fallen by more than $1,100 millions. In recent weeks 
the pace of this movement has accelerated and gold has been flowing out at 
about twice the average rate maintained in the past year. The persistence and 
magnitude of this gold loss are a measure of the degree to which the flow of 
external assistance and investment from the United States is now outstripping 
the surplus at which the balance of current payments of the United States is 
still running. In addition, however, some part of this change in the level of 
the United States gold reserve is due to a small outward trickle of foreign 
capital. This is surely an even more remarkable phenomenon. Few would 
have forecast a year ago that quarters well tuned in to catch the slightest 
whispers of fickle changes in confidence would now regard the dollar with 
something less than unquestioning approbation as a refuge for the hottest of 
hot money. 

A counterpart of this very slight softening of the dollar has been a distinct 
strengthening of the position of sterling. The most recent evidence of its 
resurgence has been the behaviour of the rate for security sterling following 
the recent concessions on “ switching’. Greater freedom to switch which, in 
other circumstances might have been taken as an opportunity for seeking new 
means of escape for non-resident capital, has had the very contrary effect. 
The demand for security sterling has increased steadily and the rate in terms 
of dollars has been hardening ever since the restrictions were removed. Within 
the next few days even more impressive evidence of the reviving strength of 
sterling should be available in the shape of the figures for the level of the 
sterling area’s dollar reserve at the end of the third quarter of 1950. All 
indications, including the nar-owing surplus in the United States balance of 
visible trade and the continued rise in the prices of wool and other sterling 
commodities that the United States is now buving so freely, suggest that the 
genuine dollar surplus achieved by the sterling area in the third quarter of 
the year will be at least equal to that secured in the second quarter. Since the 
equivalent of the E.R.P. aid received by Great Britain over that period will 
be added to this surplus, the reserves should show a considerable increase. 

In part, all this is merely a reflection of the events set in motion by the 
Communist aggression in Korea. It is clear that the immense rearmament 
programme into which the Western World has plunged since the North Koreans 
crossed the 38th parallel is affecting the world economic situation in general, 
and the balance of payments between dollar and non-dollar countries in 
particular, even more profoundly than most observers forecast at the time. 
he sequence of cause and effect is self-evident. The awakening to the dangers 
of another world war that followed the events of June 26 led to a considerable 
expansion in the United States Government's stockpiling programme. The 
concurrent fears of further Communist penetration in South-East Asia caused 
an upsurge of precautionary restocking of such materials as tin, rubber and 
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trade returns and the most cursory investigation of such markets as Belgium 
and Switzerland will reveal what a revolution has occurred over the past year 
in the distribution of imports of both consumer and capital goods. Imports 
from the United States are being increasingly displaced and in many cases, 
including the two countries just mentioned, the substitution is due not to dis- 
crimination but to considerations of prices and quality. 
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to come in free dollars; the British Government’s memorandum on the re- 
armament programme stated specifically that the contemplated expenditure 
depended for its fulfilment on American assistance and that part of that 
assistance should be given in dollars available for expenditure anywhere in 
the world. 

It is clear, therefore, that although some of the forces acting on the American 
balance of payments and tending to make the dollar a somewhat less scarce 
currency have their origin in the present artificial situation, some have behind 
them the promise of persistence. This promise is strengthened by the fact 
that American prices and costs have, on balance, moved up faster than their 
counterpart in Britain over the past year. This will necessarily have accen- 
tuated any undervaluation of sterling that may have been created as a result 
of devaluation—and at $2.80 to the £ there was some undervaluation of 
sterling in September, 1949. The natural forces acting on both the import and 
export sides of the American balance of payments should therefore continue to 
exert their welcome effect towards the re-establishment, at long last, of normal 
equilibrium in a payments position that until recently was all too often 
regarded as chronically and irredeemably unbalanced. 


AMERICA’S FUTURE POLICY 

This does not mean, of course, that there is any early prospect of payments 
between the dollar and non-dollar world being brought into balance without 
any outflow of gifts and capital from the United States—except possibly in 
a world in which spending remained at the level established at the peak of a 
rearmament boom and in which current crippling discriminations against the 
dollar were maintained. Fortunately, however, the prospect is that gifts and 
capital will continue to flow from the United States in the foreseeable future 
at a rate not far different from that maintained while the dollar was an excep- 
tionally scarce currency. The latest indications of United States balance of 
payments policy are those provided in the revelations from Mr. Gordon Gray’s 
draft re port to President Truman on the dollar gap. These reveal an approach 
to the problem that, in the present context of rearmament boom, is almost 
embarrassingly generous. Mr. Gray was appointed by the President to make 
a special study of —and recommendations about—the world’s dollar needs after 
the lapsing of Marshall aid. His advice is that which might have been given at 
the very height of the world’s dollar crisis, even though the version of the 
report from which obviously inspired leaks have been allowed to seep is one 
that is reputed to have taken due account of the effect of Korea and rearma- 
ment. Among other recommendations Mr. Gray suggests that economic aid on 
Marshall Plan lines should be continued after 1452, though on a diminishing 
scale; that private and governmental dollar investment abroad should be 
encouraged, notably in South and South-East Asia; that the President should 
be given power to make unilateral concessions in tariff negotiations and should 
not be bound by the rule of reciprocity enshrined in the Reciprocal Trade 
Agreements Act; that there should be repeal of the “‘ Buy American ” ry and 
of the law that compels e xports from the United States financed by E.C.A. or 
by Eximbank loans to be carried wholly or partly in American ships; and that 
the farm price support programme should be recast in a way that would 
minimize its evil effects on the world outside the United States. 
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[his is a programme which, in times of normal boom, should prevent the 
dollar from being a scarce currency and which, while the present rearmament 
super-boom lasts, should make it truly abundant. The only point at which 
Mr. Gray’s report appears to trim its sail to take cognisance of current events 
is in its recommendation for the immediate establishment of an international 
allocation mechanism for strategic materials. This is obviously a recently 
interpolated clause in the report, echoing demands that have been made by 
he American administration, which is impatient at having to pay the prices 
that free markets are now charging for strategic commodities. Compliance 
with this request would, admittedly, cut rudely into the dollar earnings « 
the non-dollar world—and particularly of the sterling world; but it would be 
a cut from what must, by all reasonable criteria, be termed an abnormally 
high level. 

In view of these current trends and of this statement of long-term policy 
from the United States, the British attitude to the complex and interrelated 
problems of rearmament and the balance of payments will surely have to be 
re-orientated. Given present priorities, the first shibboleths that may have to 
vo by the board are those that concern rearmament. It is difficult to accept 
the assurances that have repeatedly been made from the Government benches 
that Britain is now reaching the limits of the rearmament effort that it can 
make without endangering its economic stability; this pusillanimous attitude 
hardly accords with the deplorable decision to postpone until next April any 
budgetary action to deal with the additional expenditure involved in th 
present programme. It will certainly be difficult to avoid American criticism 
of Britain’s somewhat hesitant and half-hearted actions, given the mounting 
evidence of the steadily strengthening position of sterling and the unwillingness 
of the Government to cut non-defence expenditure. 

Even if Britain's rearmament programme were expanded, however, ther 
should still be scope for relaxations of sterling exchange control. There are 
two reasons why Governmental misconceptions may arise on this point. In 
the first place they may—quite falsely—regard it as paradoxical that exchange 
controls should be lifted while new internal controls are being clamped down 
Secondly, there are at present quite justifiable official misgivings about the 
future of Britain’s own balance of payments. In judging the position of 
sterling, however, account should be taken of the balance of payments of the 
whole sterling area. Great Britain herself may be weakened by the deteriora- 
tion in the terms of trade caused by the recent rise in primary commodity 
prices; some of the strengthening of the gold and dollar reserve has already 
been accompanied by an increase in Britain's indebtedness to other members 
of the sterling area. That, however, is a matter that concerns inter-sterling 
irea relations and Britain’s own export drive. In the wider context of sterling 

xchange control what matters is that the position of sterling, reviewed in Its 
widest sense as the currency that serves the whole sterling area, is going from 





strength to strength. 

This gradual hardening of sterling and the concurrent easing of the dollar 
situation, with all that these convergent movements imply for exchang 
control and commercial policy, were the dominant issues in behind-the-scenes 
discussions at the meeting of the International Monetary Fund last month 
They promise. too, to provide the basic topic of discussion at coming inter 
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national conferences, notably at the November meeting of signatories of the 
General Agreement on Tariff and Trade in Torquay. At the I.M.F. meetings 
much was heard of the increasing difficulty of justifying the discrimination 
that is involved in present exchange controls and restrictions over current pay- 
ments; members of the [.M.F. have permission to operate these restrictions 
only during the so-called “ transitional "’ period provided for in the original 
Bretton Woods Agreement. During the G.A.T.T. meeting in Torquay a great 
deal will no doubt be heard of the severe restrictions on dollar imports that were 
applied at the time of the devaluation crisis last year by many countries, in- 
cluding those in the sterling area. In the light of published figures of gold and 
dollar reserves, it will be difficult to counter the case for an abrogation of these 
additional restrictions and for a far more rapid advance than seemed possible 
last year towards the ultimate goal of multilateral and non-discriminatory trade. 


BRITAIN’S NEXT STEPS 

It should not be expected, of course, that Britain can reach this goal in 
afew easy bounds. It would be dangerously premature to see in the present 
position, influenced as it is by certain highly artificial factors, a proper setting 
for removing all restrictions on the convertibility of sterling and for cancelling 
all elements of discrimination in British import licensing. The position has 
to be consolidated and the gold and dollar reserve of the sterling area has to 
be built up to a size more commensurate with the immense work that has 
to be done by it, before the luxury of such a dash for freedom can be indulged 
and its dangers incurred with impunity. At the same time, however, the 
current trend in the exchange and balance of payments situation should 
encourage Britain to move in the direction of these ultimate objectives. There 
is no particular reason, for example, why Britain should not give another lead 
in the liberalization of trade within Europe and raise to 100 per cent. the 
propertion of trade between O.E.E.C. countries that is to be freed from all 
import licensing restrictions. There is no reason why Britain should not 
extend to other O.E.E.C. members the concessions in exchange control that 
were granted to the Scandinavian countries under the Uniscan agreement 
earlier this year. In present circumstances, indeed, Britain might go even 
further. There seems no compelling reason why all controls and restrictions 
on current and capital transactions with European countries should not be 
removed forthwith. If they were, the main danger and inconvenience to 
Britain would probably be that of receiving the unwanted flow of unstable 
capital that in these days would be all too willing to find refuge behind the 
tank trap represented by the English Channel. 

It should be noted that the British authorities are moving, albeit slowly, 
in the right direction. The signing of E.P.U. has brought with it automatic 
relaxations in British payments arrangements with Europe and a complete 
disappearance of discrimination in commercial relations with other members. 
The payments relaxations have already found expression in the grant of 
transferable account facilities to all countries that have signed the E.P.U. 
agreement. But the increasing integration of European defence plans, the 
pooling of military and armament resources and the financial arrangements 
that will go hand in hand with the formation of a unified European defence 
system must bring into play the most powerful forces making for a comparable 
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unification of monetary and exchange conditions in Europe. Britain should 
not be afraid of such developments. In the prevailing circumstances it js 
probable that sterling will gain from any dismantling of the remaining barriers 
of exchange control that h umper both current and capital payments within 
the group of European countries that are members of O.E.E.C. and the North 
Atlantic Treaty. 

At this stage, however, a new difficulty must be faced. The system of 
mutual aid that is gradually being built up is based on American assistance, 
and it will be difficult to allow the monetary arrangements that may develop 
within Europe as a result of it to acquire a permanently discriminatory 
character against the United States. It must therefore be expected that 
increasing American influence will be exerted, both by direct pressure on the 
countries sromorenien and through the agency of international institutions such 
as the I.M.F. and G.A.T.T., to bring to an end as rapidly as possible the 
transitional period during which some of the members of the North Atlantic 
Pact can continue to discriminate against the one member from whom most 
assistance flows. There is an essential contradiction in this state of affairs, 
and the paradox is heightened by the more deep-seated changes that have 
been taking place in international balances of payments, changes that have 
caused such an unmistakable strengthening of the position of sterling against 
the dollar. 

Exaggerated views of the extent of this change should not, of course, be 
entertained. There is no substance in the rumours that have recently been 
running round the world that sterling may soon have to be re-appreciated 
against the dollar. It is inconceivable that within a year of the devaluations 
of 1 945: ind given the wholly abnormal influences to which world exchanges 
are now bei ‘ing subjected, the authorities in Britain would consider any such 
move, however well founded the assumption that the dollar, at $2.80 to the 
pound, is now somewhat overvalued. Incidentally, a reappreciation of 
the pound now would presumably involve a reduction in the sterling price 
of goid; any such development would place a severe strain on the loyalty of 
gold-producing members of the sterling area. 

There is, however, a much more potent case against revaluation than this. 
If there were any validity in the grounds for reappreciating sterling, there 
would 7fso facto be equal grounds for removing all restrictions on payments 
between sterling and the dollar. It would be the height of paradoxical offen- 
siveness to appreciate sterling while retaining the element of discrimination 
against the dollar and against the United States in the operation of exchange 
control and of import licensing. If, therefore, the restrengthening of sterling 
reaches a point at which action is required in the sphere of exchange policy, it 
is surely clear that a liberalization of trade and an effective move towards 
free convertibility must be given priority over any further change in the 
exchange rate. Such precedence would redound to the long-term interests of 
Britain. It would also find favour in the United States and thus help to 
cement the closer alliance of the Western world that is now in the making 
It is likely that any step of this kind lies some way beyond the immediate future. 
But the British authorities should realize now that the main pre-occupation 
of the sterling area should no longer be to fight the battle of the dollar gap. The 
new world situation proffers other, and perhaps more difficult, fields to conquer. 
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Who has New Funds for the Market ? 


URING the last eighteen months, as industry’s war-accumulated liquid 

reserves have gradually drained away, the problems facing the industrial 

Ci pit. il market have grown ever more apparent. Under present-day levels 
§ taxation and prices, and with depreciation allowances still based on original 
cost, verv few, even among really successful concerns, are able adequately to 
maintain, let alone to expand, their plant, equipment and working capital out 
of their own resources. One by one, therefore, ‘cesta’ concerns that have 
hitherto maintained themselves out of their own resources, are being obliged 
to have resort to new borrowing to supplement their funds. Unfortunately, 
however, post-war levels of taxation have hit hard at the class of investor 
that has hitherto been willing to put its money into risk-bearing media. Asa 
result, the amount of new savings seeking risk-bearing investment in the market 
mav now be insufficient to meet the demands of these established and well- 
tried concerns, while the amount of capital‘available for new and untried 
ventures is dwindling to vanishing point. The recent decision of some indus- 
trial giants to borrow from insurance companies and other institutional 
investors on short and medium term, non-marketable loan stocks is obviously 
merely a temporary expedient to avoid having to face up to this difficulty 
now; ig e decisions were apparently taken in the hope that the prospects for 
and the cost of, equitv borrowing will eventually improve.. Even in the short 
term thane expedients may raise more difficulties than they solve. 

Some people, including Mr. Gaitskell, have suggested that the long-term 
solution to the risk-capital problem must be the setting up of new Government 
sponsored institutions to guide savings towards risk-bearing enterprises. 
Nobody who has studied the experience of Government-directed investment 
in this or in other countries* will regard this suggestion as anything but a prs 
al : he London market, above all other markets, should seek other solutions 
if it ¢: But no conclusions about the possible shape of these other solutions 
can ag lrawn without some survey of the channels through which new savings 
come into the capital market—and in particular into the stock market—at 
the present time. Are private individuals, on balance, now net purchasers or 
net sellers of stock exchange securities ? Do the new demands now being made 
by industrial enterprises in search of funds greatly outweigh the money brought 
into the market by other industrial enterprises that still have currently 
wccruing funds to invest ? How far is it true to say that institutional investors 
and the public authorities are now the sole important net purveyors of new 
investible funds ? 

The obvious starting point for any attempt to frame some answer to these 
questions is the (admittedly precarious) estimate of the main sources of finance 
for gross capital formation—for maintenance as well as for new outlay—con- 
tained in the National Income White Paper for 1949. The “‘ capital account ” 
shown in that White Paper has been re-arranged in Table I below. In each 
case the “‘ source ’’ of the saving is taken in this table to be the person or body 
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that received the money concerned as of right and refrained from spending it 
on current consumption although having a right to do so; the table therefore 
also shows who had the power of decision whether to hold these new savings in 
stock exchange securities or other forms. 

In view of the uncertainties surrounding any table of this sort, it will be 
idvisable briefly to summarize how the figures given in Table I are culled from 

National Income White Paper. The figure of £211 millions given as per- 
sonal savings in 1949 comprises the latest—and very tentative—official 
estimate of £174 millions for net personal savings plus the £30 millions estimated 
as being the value of additions to tax reserves plus fz millions of capital 
transfers from the Government to doctors and dentists. The figure of {1,392 
millions given for savings by enterprises in 1949 comprises the £1,395 millions 
derived from the White Paper's estimates of net savings and depreciation pro- 
visions by enterprises (including nationalized enterprises) minus the £22 millions 
stimated as withdrawn from company tax reserves in 1949 plus £14 millions of 
E.P.T. refunds and £5 millions of capital transfers from the Government to 
the B.B.C. and the Universities. The figure of £172 millions for war damage 
payments in the table is drawn straight from the White Paper; the question 
of who had the power to invest this will be discussed later. The figure of £620 
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millions for public authorities’ saving is calculated by adding together the 
£492 millions of net public saving shown in the White Paper, the £110 millions 
of provision for depreciation made by public authorities in 1949 and the {18 
millions of capital grants from the Government to local authorities; the £492 
millions of net public saving, in its turn, comprises a central government surplus 
of £318 millions, a local authorities’ surplus of £17 millions and the £157 millions 
surplus of the national insurance funds. 

Finally, some mention must be made of the figure of minis {10 millions 
in Table I for net borrowing and disinvestment abroad—a figure that may at 
first sight seem in conflict with Britain’s recorded deficit of £70 millions on 
current account in 1949. The National Income White Paper suggests in a 
footnote that this deficit of £70 millions (which is drawn from the Balance of 
Payments White Paper) is misleading; the Balance of Payments White Paper 
sweeps into the statistics of the balance on current account two important 
elements in British overseas investment—namely, the increase in the amount 
of short-term credit outstanding to cover British exports shipped but not yet 
paid for and the increase in gross inve stment by British oil comps nies operating 
abroad. Ona strict “ current account ”’ basis, therefore, Britain seems to have 
had a surplus of {10 millions in 1949 (instead of the deficit of £70 millions 
recorded hitherto) and a current account deficit of only £5 millions (instead of 
{105 millions) in 1948. 
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So much for the sources of new savings. Careful examination of the 
statistics now available can throw some revealing light on how these new savings 
were translated into investment in 1949, and in particular on how many of them 
came on to the stock markets and through which channels. Such an examina- 
tion, of course, will not provide any complete explanation of the experience of 
the market in 1949, for new savings are not the only source of new funds coming 
onto the market; as the events of this summer have sombrely shown important 
quantities of new money may come on to the market (or may go out of it) as a 
result of the effect wrought by a change in confidence on the wavy in which 
yast savings are held. But though changes in “liquidity preference ’’—that is 
changes in the preference of the public for holding its savings in bank deposits 
or other liquid forms rather than in stock exchange securities—account for 
day-to-day changes in market prices more frequently than any other factor, 
these movements generated by temporary changes in confidence have little 
bearing on the long-term problem of capital provision. 
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INDIVIDUALS AS NET SELLERS 


For the present purpose, therefore, attention must be focused on Table I 
and on the light that it throws on the amount and origin of new savings 
reaching the market in 1949. The first point that can be deduced from it is 
a startling one. If the figures given in the National Income White Paper are 
even approximately accurate, private individuals must have been heavy net 
sellers of stock exchange securities in 1949. 

The figure of £211 millions given in Table I for new net investible funds 
lisposable by persons in 1949 is struck after deducting the £253 millions that 
had to be withdrawn from accumulated personal savings to pay death duties 
and the “‘ special contribution "’. The greater part of this £253 millions must 
have been financed by sales of stock exchange securities. Unless more than 
half of the £464 millions of what may be called “ gross personally disposable 
funds ’’ (i.e. disposable funds before allowing for these sales to meet capital 
taxes) came on to the stock exchange, therefore, private individuals must 
have been net sellers of marketable securities in 1949. 

This figure of £464 millions is made up of the difference between £10,173 
millions of personal receipts and the £9,709 millions of personal outlay on 
consumption and income taxes. Of these receipts of {10,173 millions, the 
National Income White Paper estimated that £745 millions repre sented the 
‘profits of sole traders and partnerships ’’, that £283 millions represented 
income from farming and that £172 millions represented professional earnings 
fairly widely defined). It should be noted that each time a partnership or 
other small trading concern ploughed back profits into its business, each time 
a farmer spent part of his current earnings on a tractor or a dentist on new 
fittings for his surgery, “ personal savings "’ (as here defined) were used up 
at source. Even allowing for the fact that some part of the £172 millions of 
war damage payments presumably accrued to small traders, it seems likely 
that considerably more than {100 millions of the £464 millions must have been 
precluded from coming on to the stock exchange because it was used up for 
direct investment by private individuals in this way. The same considerations 
apply to any expenditure from current income on the private individual's 
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in 1949 (this proportion must presumably be at or above one in five 
iddition, it is possible to trace a considerable volume of personal savings 


it can be estimated that life assurance funds increased by between 

1d £150 millions in 1949. The White Paper also shows that there was a 
of £59 millions on National Savings media during the year; the whole 
was presumably “ personal ”’ savings. In addition, a substantial pro- 
f the £100 millions increase in building society shares and deposits 
ive represented personal savings; personal bank deposits probably als 
net deposits as a whole rose by some £50 millions over the vear. This 
institutional and other forms of personal saving could probab rly be 
d well beyond the £300 millions odd already accounted for. Enough, 


Looking at these figures, one is forced to the conclusion that many 
warnings about the personal savings problem, which the Governmer 
uissed as alarmist, have, in fact, ied understatements. The private 
being throttled to death as a source of risk-bearing 
he is already dead and his estate is in the process of rapid liquidation 
l this for the shape of the investment programme and the 
of the capital market mui ist necessarily be far-reaching 
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channels through which the £1,392 millions odd of savings 
wed to finance the investment programme ? It is known, of 
that far more than the £865 millions allowed by the Inland Revenue 
es Was needed—-and was probably used—by the companies concerned 









dd was also applied to direct building up of each firm’s own capital 






Economist makes each quarter as complete an assessment as possibl 
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ed out, it 1s possible to trace in these records only about half of the 





per's figure of £530 millions of companies’ additions to free reserves 
\ résumé of the main changes in The Economist's composite balan 
2,550 companies is shown in Table II. The figures given in the first 
of each side of the balance sheet refer to accounts published between 
1948, and March, 1949, and those in the second column to accounts 












between March, 1949, and March, 1950. The third column gives th 
ture available of changes in company balance sheets between the 
¢ years 1948 and 1949. It will be seen that while these companies 
d the value of their own fixed capital by some £368 millions gross and 






millions net in the year cove red, they ran down hok lings of gilt-edged 
er marketable investments by £82 millions. On the other side of th 


sheet they borrowed {37 millions more from the banks, while the nom 
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nal value of their issued capital increased by £123 millions. Although it is unsafe 
to draw firm conclusions from a sample of this sort, the figures certainly suggest 
that the stock markets did not derive much net relief in 1949 from the invest- 
ment of surplus funds of existing industrial companies; in general, indeed, it 
is fairly generally accepted on the market that industrial companies were net 
TABLE II 
CONSOLIDATED BALANCE SHEET OF 2,550 COMPANIES 
(£ millions) 








Change “hange 
1945* 1949f ake 1948* 1949T oie 
Issued Capital 2758.6 | 2881.8 -123.2 | Fixed Assets.. ; 2666.1 | 3034.5 + 368.4 
Revenues and (Less Deprecia- 
Surplus oe 1651.4 1929.0 277.0 | THOR} ».. o« | (672.2) | (30.3 (+158.2 
Other Reserves | Stocks “a 1466.1 1666.1 1 200.0 
and provisions 390.7 350.2 10.5 Debtors aa 890.0 981.6 ij of.6 
Outside interest Intangible 
in subsidiaries £722 182.4 10,2 assets aA 309.7 | 306.2 3.5 
Creditors and Trade Invest- 
accrued charges | 1393.2 1454.9 61.6 ments om 397.7 414.5 46.8 
Bank Overdrafts Gilt-edged .. 247.0 179.2 - 67.8 
and Loans .. 193.5 230.7 37.2 | Other market- 
able invest- 
ments ee 587.6 573.1 - i425 
Cash .. ns 697.5 733.9 + 30.4 
Total 6559.6 | 7058.9 + 499.3 0559.0 | 7055.9 T 499.3 


* Accounts published March, 1948—March, 1949. 
{ Accounts published March, 1949—March, 1950. 

Source : The Economist. 
sellers of securities in 1949 in order to finance their own development pro- 
grammes. 
~ So far, then, the argument of this article has been that though some new 
savings came on to the markets in 1949 from institutional investors (of whom 
the insurance companies were the biggest), these new savings may have been 
more than offset by heavy net sales of securities by private individuals and by 
some net sales of securities by industrial enterprises. What now of the rdle 
played in the market by the surplus of the public authorities ? 


INVESTMENT By PUBLIC AUTHORITIES 

During the Finance Bill debate the Minister for Economic Affairs was con- 
cerned to show that a substantial proportion of public authorities’ savings 
necessarily flowed back to the market and became available for risk-bearing 
investments. Broadly speaking, the public authorities’ surplus can be used 
in four ways. It can be used for direct, or nearly direct, capital formation (for 
example, on housing or investment connected with Government trading ser- 
vices). It can be used for direct grants to certain favoured industries (such as 
cotton or films). It can be used for retirement of floating debt from foreigners 
and from the banks (who then have funds set free to expand their own ad- 
vances and holdings of market securities).* Or it can be used to buy securities 
~* The London clearing banks increased their advan es by 4 145 millions and their portfolios of 
marketable securities by £34 millions last year ; to allow for this, their end-year statements 


d Government borrowing from the banks to have declined by £121 millions over the year 
and some {51 millions of new credit to have been created. 














































— a ae are ea _= ta 


220 THE BA NKER 


direct from the public, who are then provided with funds that they can use, 
if they wish, to take up equities and other risk-bearing stock. 

[Im Table III below an attempt is made to trace Government outlays in the 
first three of these ways (i.e. excluding direct Government purchases of market- 
able securities) in 1949. The figure of £516 millions given in Table III for 
fixed capital formation by public authorities in 1949 is drawn from the capital 
accounts of the central Government and the local authorities as shown in the 
National Income White Paper; the lion’s share of it (£383 millions) was, of 
course, accounted for by fixed capital formation on “ non-trading services ” 
by local authorities—mostly on the housing programme. The recorded fall of 
£48 millions in the value of Government stocks was due to sales of surplus war 
stores. The £60 millions of direct advances for capital formation was accounted 
for by advances to the coal, cotton and film industries, together with loans for 
new towns, overseas development and a handful of similar oddments. The 
figures for repayment of Tax Reserve Certificates and for retirement of non- 
Government-held floating debt are also drawn from the National Income White 
ng The latter figure is made up of a diminution of £639 millions in holdings 

Treasury deposit receipts minus an increase of £555 millions in Treasury 
b ills held by the market, Empire funds and foreign governments and in Bank 
Ways and Means Advances. 





TABLE III 
DIRECT GOVERNMENT INVESTMENT AND FLOATING DEBT RETIREMENT 
IN 1949 
£ millions 
Fixed Capital Investment .. ‘ - a “ cia od 516 
Changes in Values of Stocks 4 Ke sf fs ti $4 48 
Direct Advances for Capital Formation ‘ ai “a ie 60 
Retirement of non-Government - held Floating Debt .. pti is 54 


ement of Tax Reserve Certificates 





Retir 


T 





tal 


Two points in this table are worthy of special comment. The first is that 
nearly a quarter of the aay» gross investment in fixed capital last year 
(£516 millions out of £2,160 millions) was undertaken by the Government. 
This takes no account of investment in nationalized industries and of some 
other re-equipment work that was publicly sponsored or aided. The recent 
‘Economic Survey of Europe in 1949’, prepared by the Economic Commis- 
sion for Europe, estimated that {goo millions out of Britain’s £2,160 millions 
of fixed capital investment in 1949 could be said to have fallen in the public 
sector (this estimate includes investment in the nationalized industries and 
capital transfers from the public authorities that were conditional on re- 
investment). There is no reason to suppose that this publicly favoured sector 
of the investment programme is that in which investment is economically most 
desirable; in many cases (such as housing and films), indeed, the activities 
concerned have come under the Government’s wing precisely because invest- 
ment in them is of, in the strict sense of the word, economic. 
rhe second point arising from Table III that requires comment is that the 
activities there outlined (which do not include Government purchases of mat- 
ketable securities) cost £662 millions between them. This may seem to be in 
conflict with the estimates already made that the total surplus of the public 
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authorities in 1949 came to £620 millions—and that £157 millions of this repre- 
sented the surplus of the National Insurance Funds, w hic h was directly utilized 
for purchasing securities on the market. The explanation of this apparent 
discrepancy is partly that certain extra-budgetary sources of Government 
finance (including especially the £60 millions surplus of the small savings move- 
ments in 1949) are not included in the above surplus, and, partly, that other 
funds under Government control were selling out securities while the National 
Insurance Funds bought them. 

This explanation can be illustrated by reference to Table IV, which shows 
the net purchases of securities that appear to have been made by the National 
Debt Commissioners for the National Insurance and Industrial Injuries Funds 
in the year to March 31, 1950, and for the Post Office and Trustee Savings 
Banks in their latest accounting years; these are the only departmental 
Funds that had a significant surplus income accruing in 1949 for investment 
in marketable securities. It will be seen that although the total securities 
portfolios of the two savings banks ran up by some £42 millions in 1949, their 
portfolios of marketable securities appear to have run down by £95 millions. 
TABLE IV 

NET PURCHASES ( + ) AND SALES (—) BY NATIONAL DEBT COMMISSIONERS 
(£ millions) 
P.O. and Trustee 


National Insurance Savings Banks 


i , Total 
_ Funds Years to 31/12/49 Tota 

Year to 31/3/50 and 20/11/49 
Marketable Securities .. acs m4 + 166 95 71 
Floating Debt ie aia , ! 5 22 17 
ferminable Annuities . . ao ; + OI + OI 
Airways Stock .. ae + 24 + 24 
North of Scotland Electricity Stock .. 10 + 10 
Total . eg = + I7I 42 +213 


Their big accretions were, first, some {g1 millions of terminable annuities and 
{12 millions of Ways and Means Advances (presumably needed to finance 
expenditures shown in Table III), and, secondly, £24 millions of various sorts 
of Airways Stock and {10 millions of North of Scotland Hydro-Electricity 
Stock (placed with the National Debt Commissioners to finance these special 
development schemes). In 1950, of course, the savings banks seem likely to 
be in overall deficit instead - m surplus; their net sales of marketable securities 
are therefore likely to be even higher than last year—perhaps even large 
enough to offset the net sasidiaias made by the national insurance funds. 
Unless switches from floating debt to marketable securities are made within 
the portfolios of the Bank of England and other official entities, the influence 
exerted on the stock market by Government sales and purchases this year 
may well be neutral. 
CONCLUSIONS 


The picture of the British capital market that emerges from this survey 
must necessarily be described as alarming. The large private investor, once 
the main source of risk-bearing finance, has now disappeared and is liquidating 
his past holdings. Most of the big capital-using industries have practically 
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exhausted the liquid funds accumulated during the war and are beginning to 
look round for new sources of finance—although not necessarily yet for equity 
finance—in some desperation. The Government is still pouring out funds 
from its surplus for those sectors of the investment programme that have come 
under its immediate wing, but the period during which its disbursement served 
to put potential risk-bearing investors in funds seems to be coming to an end 
an i its own direct pure hases of non-risk-bearing marketable securities may 
have to diminish unless it is willing to create new credit—or unless small savings 
improve. 

It follows, therefore, as a consequence both of Government policy and of 
the new pattern of savings distribution that the only sectors of the private 
economy that are annually provided with a pool of new investible funds are the 
institutional investors. Of these,- the largest are the insurance companies 

(perhaps now the most important repository of small personal savings) and 
the banks (who have, however, to be put in funds by floating debt i a nts 
unless credit is to expand). Both these institutions are necessarily under 

‘straints on the way in which they can use their funds. It may be that under 
stress of the times their investment policy is being modified—more perhaps than 
some of those connected with them would like to see. The investment policy 
of Britain’s insurance companies was discussed in an article by Mr. Leo Little 
in the August issue of THE BANKER. The conclusion that could best be drawn 
from it was, perhaps, that the pattern of investment followed by these institu- 
tions brought more funds into risk-bearing media than would have come in 
(given present income distribution) if the investment had been undertaken 
directly by those who now save through insurance companies; the insurance 
companies’ pattern of investment is, however, more heavily biased against 
risk-bearing than that which would have evolved from private investment 
before the rush towards equalization of incomes began. The banks, too, 
although still maintaining their traditional lending rules, now have a larger 
part of their advances indirectly locked up in fixed capital formation than 
»efore the war. In short, although the lending policy most fitted to the sole 
remaining purveyors of investible funds is partly opposed to the needs of an 
cconomy crying out for new and imaginative investment, the op posing forces 
of availability and need may, in the course of time, pull each other into more 
compatible shi ape 

Thi is re shaping process may not be altogether desirable. If it were to lead, 
for example, to an extension of the new fashion for private placings of non- 
marketable stock, then the flexibility of the capital market would be most 
srievously impaired. It is quite certain, however, that any further entry of 
rovernment institutions into the market would diminish that flexibility still 
further. The one way in which the Government undoubtedly could help 
would be by a remission of those taxes that fall largely on the undistributed 
yrofits of companies and on the savings of wealthier private investors. To 
all for this at the present political juncture might sound suspiciously like 
baying for the moon. But independent observers have a duty to point out, 
und Government policy-makers have a duty publicly to recognize, that there 
is a serious conflict between the social aims that the British people have elected 
to pursue and the level of industrial investment—and therefore of long-term 

sperity—that is attainable within the British economy. 
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Should Finance Corporations Handle 
Colonial Development ? 
By H. C. Cowen 


HE British public has a special place in its heart for colonial development 

—an enthusiasm derived as much from idealized aspirations for the 

tutelage and welfare of the colonial peoples as from an even assessment of 
Britain’s economic needs and the colonies’ economic possibilities. The two 
Corporations set up by the Colonial Resources Development Act—-the Overseas 
Food Corporation and the Colonial Development Corporation—were regarded 
by some as instruments that could push forward with this development by 
means of a brand new technique, free from the narrow view of “‘ the City” 
and the myopic greed of commercial exploitation. Even the profound dis- 
appointment over the technical and financial collapse of the ground-nut scheme 
has not been allowed to dim the larger vision, or to throw doubt on the method 
of bringing it to realization. The dreadful story of O.F.C.’s Tanganyika 
venture has, with some justice, been attributed largely to special factors such 
as lack of experience of this type of scheme, post-war difficulties and, most 
important of all, political pressure for quick results at the expense of proper 
planning, step by step experiment, and sound administrative control. 

It is far from clear, however, that these factors provide the whole explana- 
tion. Britain’s policy of ploughing quite a substantial proportion of he r active 
sterling balance into pre eg development, in spite of this country’s loss of 
world creditor status, is bound up with problems extending far beyond the 
horizons of ordinary investment technique. It is not too early to ask whether 
the method of direct investment through public finance corporations is appro- 
priate to the immense complexities of the task. Some passages in the 1949 
report of the C.D.C. (the O.F.C.’s bigger and more versatile sister) suggest 
that, even at this early stage of that corporation’s history, fundamental 
problems are arising and are likely to break surface in the next year or two. 

The public finance corporation has certain advantages over the familiar 
instruments of private enterprise investment. It has larger resources than any 
private concern could command—at least without a long record of proved 
success; it enjoys special privileges, and shoulders special responsibilities 
because of its semi-governmental status; and, being independent of the capital 
market, it can afford to look further ahead and base its plans on a lower overall 
yield. But in form and technique it remains essentially a financial develop- 
ment trust which must justify itself by success according to business concep- 
tions. This requirement has been accepted by the C.D.C. from the start. It 
has been the keynote of the C.D.C.’s own declarations of policy from time to 
time, and the principle is enshrined in that corporation’s statutory obligation 
to ensure that its revenues, taking one year with another, are suf fficient to 
meet its expenses—including interest on the funds provided by Government. 
To quote from a booklet prepared as “‘ a guide to the objects and methods of 
operation of the Corporation 
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\ll projects adopted . . . must, however, have one thing in common. They must 
be economically sound . Before undertaking any particular scheme a consideration 
f major importance will, therefore, be whether (it) will ultimately become economi 

self-supporting The economics of the colonies would only be weakened if 





dened with unsound enterprises. 


This insistence on commercial viability is not only an essential feature of 
the development corporation technique, it is the vital safeguard of British 
economy. 

Against this background the careful reader of the C.D.C. report for 1949 
cannot fail to observe the heavy and repeated emphasis laid in it on two main 
themes—first, the need for maintaining stable prices for colonial products (if 
necessary, it is implied, by subsidies or protection) and, secondly, the infinite 
complexities of colonial development. Although the individual references to 
most of the schemes imply that all is going reasonably well, this refrain cum 
faux bourdons is played so often as to suggest that the ground is being prepared 
against future disappointments in default of broader economic policies that lie 
well outside the C.D.C.’s own range of policy or powers. 

Consider, first, what the report has to say about the marketing and prices 
of colonial products. There are four separate references to these problems 
in the report. They have hardly received the publicity they deserve and 
merit full quotation (the italics are ours). First, under the heading “ Markets 
for Colonial Produce ’’, the report declares: 

The fundamental importance of markets and prices for colonial products is obvious 
vet the policy of H.M. Government in this sphere is somewhat obscure. It is suggested 


that, however complex the factors involved, closer consideration . . . 1s required of thé 
lative place in the U.K. markets of the primary producers of the U.K., Dominions, 
Colonial Territori ind foreign territories 


Secondly, in discussing ‘“ external relations with Government departments ”: 


The relations of the Corporation with the Secretary of State and the Colonial Office, 
and with the Treasury, were clarified during the year after discussions with these 


Departments and are working satisfactorily. New questions, however, have arisen 
upon the form of the Corporation’s relationship with the Ministry of Food, particu- 
larly the method by which prices of colonial products in which the Corporation 1s interested 

i be fixed in cases in which the Ministry is the sole buyer. This question is now 
inder consideration 


Thirdly, in its report on its marketing division, the report reveals that: 





In the course of the year, discussions were held with the Ministry of Food in order to 
liscover the terms on which the Ministry would be prepared to buy the products of 
of the Corporation’s actual or projected undertakings. These discussions raised 


fundamental question of policy. The question at issue was no less than the place 
accorded to the colonial producer in relation to the U.K., Dominion and foreign 
broducery. The discussions have not vet resulted in agreement. 


Finally, and more specifically, in discussing the Gambia Poultry and River 
Farms, the report declares: 


The Board are glad to be able to state that all the difficulties encountered so fa! 


have been overcome without any irremediable setback to the programme. They 
every confidence that, subject to those continuing risks to which poultry 
luction is liable and subject to th products vecetving fair prices in the U.K., this 

ly conceived and executed undertaking will fulfil all that they have expected 
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In plain English these passages seem to mean that the Corporation is claiming 
the right to sell products in Britain at above world prices. The implication 
is also that there should be some planned carve-up of the British market. Such 
claims, if conceded, would call for a far-reaching re-orientation and reconstruc- 
tion of Britain’s external trade and, indeed, of Britain's political relationships 
as well. 

In view of this, a remark made by the Colonial Secretary in the House of 
Commons debate on Colonial affairs last July deserves special attention. 
Mr. Griffiths said: 

Whatever we do within the Colonial Territories, all will be in vain if stable 

markets are not assured for their products. It is vital to do all we can to protect 


the colonies against those violent fluctuations in demand and price which, in the past, 
have had such disastrous effects upon their economic and social life. 


He went on to refer to the recent agreement about surplus sugar, saying that 
up to the end of 1952 Britain will buy all the sugar that Commonwealth and 
colonial countries can sell to it and that from 1953 to 1957 Britain has offered 
to buy from the West Indies a considerable part a their proposed e xports ges 
prices which will ensure a reasonable remuneration to efficient producers ”’ 


Most economists nowadays would agree that the C.D.C.’s theme—and the 
Minister’s variations on it—cannot simply be dismissed as pure mercantilism. 
It is not sufficient to say that all this merely adds up to subsidization by the 
British consumer/taxpayer of a higher standard of living in the Colonial 
Empire than that Empire’s economic potential merits, nor would many former 
purists be prepared to insist that the net results of any and every concession 
of the kind for which the corporation is plainly striving would necessarily 
imply a corresponding weakening of Britain’s economic viability in the world. 
The Havana Charter notwithstanding, common sense and experience alike are 
showing that realization of the Fourth Point can often only become a reality 
if the backward areas can lean on a metropolitan power over an extended 
period likely to be measured in decades rather than years. Aids such as 
protected sales of produce in the home market may well come to be regarded 
as indispensable props that will have to be supplied by any tutoring power 
that is to take seriously to the idea of fostering colonial development. Once 
upon a time it was widely claimed that the only obstacle that stood in the 
way of colonial development was that private investors lacked the organization, 
or the energy, to seek out profitable outlets in commercially uncharted ge 
the C.D.C. report provides a convincing proof, if any proof were needed, « 
the falseness of this superstition. 

This does not mean, of course, that institutions that can channel any 
surplus of British investible funds towards the colonies are useless. It simply 
means that such institutions do not hold all the keys to the problems of colonial 
development in their hands. This leads, however, to discussion of the second 
theme that seems to run through the latest C.D.C. report—the attention that 
it draws to the special difficulties in the way of direct investment in the colonies. 
Unfortunately it is impossible to avoid the i impression that the nature of these 
difficulties is such as to make it very doubtful whether a public finance corpora- 
tion directed from London is really the best instrument to surmount them. 


In order to indicate the general trend of the C.D.C.’s own description of 
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these difficulties it is necessary to do little more than draw attention to some 
of the sections of the report. For example, under the heading “‘ Special factors 
affecting the costs of colonial development undertakings ”’ there is a catalogue 
of problems arising from local taxation policy, land tenure and high costs of 
essential services. Under the heading ‘‘ Colonial economic background ”’ atten- 
tion is drawn to political uncertaimties, labour problems, the limiting factor of 
comamemncnts ys and the need to force down shipping freights. In its discussion 
of “‘ The preblem of the development period ”’ the tally continues with reflec- 
tions on the burden of interest charges and the point is made that only a very 
limited class of undertaking can bear a development period of the order of 
ten years. 

An even greaicr problem, to which no really satisfactory approach is 
made in the report, is that of ensuring that the corporation’s development 
policies conform to the domestic development plans of colonial governments 
and fit in with established local interests—commercial, communal and political. 
So many of the corporation’s possible schemes can only be economic if the 
Government of the colony concerned hinges a large part of its own investment 
programme (transport, housing, social services and other capital appurtenances 
of a developing state) more or less around them. On the other hand, the 
effective result of the corporation’s investment may often be a general economic 
and fiscal benefit to the Colonial Government—an excellent result if the direct 
investment itself pays for its keep, but a poor deal for Britain if it is achieved 
by a subsidy from the home consumer or taxpayer. In the rising political 

clamour for local responsibility and rights, it is all too likely that the tendency 
will be for Britain to find the money, subsidize the product and be left holding, 
not the baby, but the props that the baby has cast away. 

The bald truth is that the closer one approaches colonial development in 
action, the more apparent it becomes that a piecemeal investment attack may 
be hopelessly inadequate. A few dozen totally unrelated projects, ranging 
over almost every kind of activity and almost every colony, from a banana 
estate in British Honduras to a building society in Singapore—all this hardly 
seems to conform to the larger requirements of colonial development policy or 
its spawning problems. To fritter away resources among a host of individual 
ventures of which many are likely at best to be marginal even if subsidized 
by the home market, is, in present circumstances, the antithesis of sound 
policy. Indeed, if this were the total contribution to be expected of the public 
corporation system, it would be far better to leave the job to private enterprise, 
which would at least direct the nation’s investment capital into channels lixely 
to be commercially viable. Moreover, it is useless to ignore the fact that some 
conflict is eventually likely to break out between the much-prized independence 
of the corporation to select its own schemes, its apparent need of a protected 
or metropolitan market for the products of some of its undertakings, the 
— it complications of the whole exercise and the warning in the Colonial 
Office Annual Report, repeated by Mr. Griffiths, that ‘“ financial considerations 
are now seoateersa more of a limiting factor in colonial development than 
shortages of staff and equipment ’’. Britain’s available and prospective balance 
for overseas investment is pitiably small compared with the demands made 
upon it. The development needs of the self-governing Dominions and the 
expansion of British investments in some overseas territories may both offer 
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more dependable prospects in the foreseeable future than some of the colonial 
projects now afoot. It would ae folly to turn a blind eve to this possibility. 
Moreover, for reasons already mentioned, the present piecemeal approach is 
unlikely to achieve the best re sults for the colonies themse Ive s. British colonial 
policy, to quote Mr. Griffiths, is to build a stable economy “ in every one of the 


Territories . . . by developing its agricultural, manual or industrial resources 
. and, most important . . . diversifying those activities so that development 


js not lop-sided, and, consequently, dependent on a few basic products ”’ 
There is a disastrous tendency to under-estimate the cost and to over-simplify 
the implications of this far-reaching conception. Given the paucity of 
available resources, sound policy calls for a planned and selective programme 
for each colony, built up from the colonial viewpoint and executed with the 
intimacy of contact that can only come from local control. The local authorities 
themselves can best harness the British contribution to local needs and resources 
and they alone can make the necessary union between public expenditure on 
communications (and like facilities) and large-scale investment in individual 
enterprises. 

It is true, of course, that few of the colonies have either adequate means 
for preparing such plans or the professional and technical ability to carry 
them out. Some of the colonial ten-year development reports have made 
that plain enough. But surely it is precisely here that the highly qualified 
professional and technical personnel of a corporation with its head office in 
London could be useful. In the C.D.C. policy booklet referred to above there 
is the following passage: 


The Corporation will also act as an agency for Colonial Governments and will, in 
due course, make available to them on pre-arranged terms the services of highly- 
qualified technicians for investigation and advice. Later it may be able to provide 
equipment and staff on an inclusive cost basis 


This is the sort of service at present regarded by the C.D.C. as a sideline; 
there are strong grounds for supposing that it should be its main function. 
Something of the kind is being done in the reconstruction of Castries, the 
capital of St. ‘ys The formation of Colonial Development Corporation 
(Engineering) Ltd., specially equipped to undertake colonial engineering works, 
is also a move in the right direction. But Britain’s actual financial investment 
in individual enterprises should, in the main, surely be made through ad hoc 
development bodies in each colony, under the aegis and central direction of 
the colonial administration concerned, aided and advised by such specialist 
services. These bodies should also be able, where necessary, to arrange for 
long-term inter-Government deals in produce on a proper basis of mutual 
negotiation. The contradictions and difficulties of London-directed investment 
in individual enterprises are likely to be emphasized and elaborated with the 
passage of time unless the entire system is overhauled. The problem calls 
for review before the large sums conditionally authorized by Parliament are 
too far committed to the present technique. 
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Debate on Export Indemnities 


Wide interest continues to be shown, both at home and abroad, in the ‘‘ Debate on 
Export Indemnities’’ that was originated in THE BANKER last December and con- 
finued in the May and August issues. This debate centres in the confitct of interest 
that has arisen between bankers and exporters (and, indirectly, others engaged in 
extort transactions) through the banks’ insistence on an indemnity whenever shipping 
aocuments tendered under a credit do not conform—even though for turely technical 
reasons—to the terms of the credit. 

In the article published below, Mr. Maurice Megrah presents the banking point 
of view in this controversy more deliberately than has been done hitherto and also 
puts forward suggestions on how the difficulty should be overcome. Mr. Megrah 
is the Secretary of the Institute of Bankers, but the views he expresses are entirely 


own.—ED. 


A Banking Point of View 


By Maurice Megrah 


HE previous contributors to this debate have made it clear that all 

parties concerned with the import and export of goods, apart, perhaps, 

from the actual importer and exporter, believe that the many uncer- 
tainties of present-day trade make it necessary for them to protect themselves 
in their contracts as far as they possibly can—even at the expense of one or other 
of the parties. The contributors have all suggested that the other parties 
might be a little less exacting in their requirements. The arguments presented 
by each, however, while appearing to understand the position of the banker in 
the scheme of things, all overlook a fundamental difference between the legal 
position of the banker and that of the others. 

All parties except the banker contract on an equal footing with other 
parties (that is to say, as principals), but the contract into which the banker 
enters is largely dictated to him as an agent by his principals. It is this that 
seems to bankers to go to the root of the whole question. When an insurer 
contracts with a shipper, he does so on equal terms—in other words, while he 
is instructed about the nature of the insurance cover required, he states the 
terms on which he is willing to undertake it. When a shipper contracts with 
a shipping company he may, within limits, give certain instructions to the 
shipping company, but the latter may agree or not to the terms which the 
shipper requires. When, however, a banker informs a beneficiary under a 
documentary credit that he will pay under that credit in certain conditions, 
he does not lay down those conditions himself—they are dictated by the 
mandate that he has received from his principals. He cannot at that stage 
easily argue about them. If they are unacceptable to the shipper, it must be 
either because they differ from the conditions laid down in the sales contract 
or because the buyer has changed his mind. In either case it is for the shipper 
to take the matter up with the buyer. It has been argued in this series of 
articles that the banker need not accept these conditions—to the extent, at 
any rate, that he could refuse to be bound by unhelpful interpretations of 
what they mean. The banker, however, has no interest in them fer se or in 
asking for any alteration except where experience has taught him to protest. 
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The main trouble goes deeper. It lies in the fact that the risks in inter- 
national trade are greater than those inherent in domestic trade. In the latter 
the unknown factors can be brought to a minimum and, if the worst comes to 
the worst, there is the final remedy of applying to the domestic law courts for 
a decision. In international trade, on the other hand, there is the additional 
1isk that the last resort may be resort to a foreign court of law, with all the 
difficulties that that entails. It is understandable that the several parties 
engaged in a transaction for the sale of goods involving import and export 
should always endeavour to prevent this risk from emerging. If, however, this 
policy is carried too far by any one of the parties, it necessarily involves more 
give on the part of the others than it would seem they are prepared to or can 
reasonably offer; and the question arises whether, in the main, international 
trade is likely to be more easily promoted by a rigid preservation of individual 
security or by a more elastic interpretation of the rights and responsibilities of 
the parties. This, however, is not really a question that bankers can answer. 

As has been said before, the banker is entirely governed by the instructions 
of his principal; in the case of an export from this country, his principal is 
usually the foreign banker who instructs him to open the credit. Once the 
British banker has received those instructions, he must either accept them 
and carry —— out or he must decline them. He can decline to the extent of 
asking for variation or confirmation of particular conditions or requirements. 
Or he may a cline altogether, explaining his refusal by citing certain matters 
that he has already brought in a general way to the notice of his correspondent 
abroad; these last can often be dealt with comprehensively before they become 
embodied in particular credits. It sometimes happens, however, that a par- 
ticular credit brings up a difficulty that has not hitherto been experienced or 
that is inherent in the particular transaction and can, therefore, only be cleared 

up by reference back. It is safe to say that any general or universal difficulty 
of this sort will be dealt with sooner or later by discussion or negotiation 
between bankers and their correspondents. It cannot continue for long, and 
its effect on a particular transaction depends very largely on time. But it is 
wise to recognize that further unforeseen difficulties are bound to arise and 
it is these that cause the trouble that is the real subject of the present discus- 
sion. It is the difficulty of irregularity in documents (in this case in bills of 
lading) that causes so much heartburning and that gives rise to the questions: 
(a) whether in many cases the so-called irregularities are in fact irregularities; 
(b} w he ‘ther such irregularities should be overcome by means of an indemnity; 
and (c) if they should, whether the fact that they have been so overcome should 
be notified to the correspondent bank abroad. 

It is easiest to deal first with the last of these questions—that of whether 
the existence of an indemnity should be notified to correspondents abroad. 
In theory, when an agent does anything that is not strictly in the contempla- 
tion of his principal, it is only a matter of courtesy for him to advise the 
principal. Nevertheless, unless failure to advise would prejudice his position, 
it may not be strictly necessary to do so. This is especially true where the 
principal has the right to repudiate the action of the agent as not being in 
strict accordance with his instructions. The case where a banker accepts an 
indemnity is not one in which an agent binds his principal, because the agent 
contracts with the beneficiary as a principal although he contracts on the basis 
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of instructions from which he is not permitted to part except at his own risk, 
The banker, then, is clearly liable if he does not carry out precisely the instruc. 
tions of his principal, if the principal chooses to object. It is clear that the 
principal cannot suffer by failure on the part of the correspondent bank to 
advise him that he has taken an indemnity in respect of irregular documents, 
This might seem to set up a case that British bankers should refrain from 
disclosing the existence of indemnities to correspondents abroad. It is not 
clear however, that this would always be to the advantage of exporters. The 
foreign principal might sometimes refuse “‘ irregular’’ documents that he 
would be willing to accept if he knew that the British bank had “ protected” 
the transaction by an indemnity; the foreign correspondent knows that a 
British bank cannot debit his account if it has paid against documents that 
are not in accordance with the credit it has confirmed. 

To the second question posed above, it does seem that there is a ready 
answer. It is fairly clear that an indemnity is the only way out of the difficulty, 
short of placing serious barriers in the way of international trade. It is a case of 
‘either, or ’’. The indemnity is a remedy that must be accepted by the shipper 
and that he cannot reasonably resent. Incidentally, it is of interest that credits 
are to-day being established that prohibit the taking of indemnities. This is 
likely to make the question of irregularities even more acute. 

The first question—that of the proper definition of an “ irregular ’’ docu- 
ment—raises much more difficult problems. Foreign trade would not flow as 
smoothly as it does if those engaged in it were unable to adapt themselves to 
the demands of the moment. In law, there is nothing to prevent a banker 
from adhering rigidly to his instructions and from refusing any documents 
that appear not to be in accord therewith. In fact, bankers and traders have 
found the indemnity technique a useful means of overcoming certain irregu- 
larities; under this technique the exporter presenting the documents to the 
banker undertakes to hold the banker covered in respect of payment, despite 
discrepancies in the documents. The practice of taking indemnities has 
gone on for over forty years, so that the banks have plenty of experience to 
work on. 

POSSIBLE SOLUTIONS 

Most of the contributors to this debate have argued that banks are fre- 
quently unreasonable in their demands for indemnities. If the views expressed 
are representative, exporters feel that bankers should “ adapt their own 
usages to the many well-known and helpful trade customs and practices ” 
If a banker knows these customs, the probability is that he will take them into 
consideration; but if he does not, why should he take any risk ? It is worth 
while here to recall some of the dicta in the case of Rayner v. Hambros Bank 
Lid. ({1943] 1 K.B. 37). As Mackinnon, L.J., said, at p. 41, “.. . it is quite 
impossible to suggest that a banker is to be affected with knowledge of the 
customs and customary terms of every one of the thousands of trades for 
whose dealings he may issue letters of credit ”’ 

It is against this background that bankers necessarily view some of the 
suggestions put forward in this debate. To bankers, for example, the proponent 
of an “ Exporter’s Point of View’ in the May, 1950, issue of THE BANKER, 
seemed confused when he said: ‘‘ The exporter therefore does not accept the 


steamship companies’ view that carton packing is necessarily inadequate, and 
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refuses to believe that his bank has a right to place on his shoulders an obliga- 
tion which was never intended by the terms of his contract simply because 
steamship companies apparently have an aversion to carton packing and 
generally clauses bills of lading accordingly ’’. If any burden is being imposed, 
surely it is the steamship company that imposes it ? Mr. Beckett goes on to 
suggest that “If the steamship company is convinced that the packing is 
inadequate, the exporter should have the opportunity of stopping shipment 
before loading ’’. This has nothing to do with the banker, for he does not come 
into the picture until the shipment has been “ allowed to proceed’’. Mr. 
Beckett in his article also divides bills of lading clauses into three classes, but 
two of these fail because they lack definition and depend on opinion, and not 
the banker’s opinion at that. 

Similarly, the proponent of the shipowners’ point of view in May, Mr. 
Peter Duff, while rightly insisting that shipowners must protect themselves 

‘against the possibility of very heavy cargo claims which may result from 
inadequate packing of cargo ’ , could see no reason w hy a bank should demand 
an indemnity for a bill of lading soiled by such purely descriptive clauses as 
7 unprotecte -d”’ or ‘ wrapped in straw only ’’—for the insertion of which, of 
course, shipowners themselves are responsible. Mr. Duff says that basically 
the controversy is between exporter and banker. This is not so; the contract 
of finance, whatever form it takes, is ancillary to that of the sale of the goods. 
It is the buyer and the seller who decide on what terms the transaction will be 
financed and it is the buyer who, through his own banker, advises the corres- 
pondent banker of the terms agreed upon. How can it be left to a banker to 
decide whether clauses placed on a bill of lading by a shipping company are 
innocuous or not ? How can a shipping company justify the insertion of these 
clauses while contending that they are immaterial ? Nor is it enough for the 
marine underwriter to maintain that he has covered the particular risk, 
because if the buyer of the goods does not make this clear when asking for the 
credit to be opened, how can a banker—not in direct touch with the buyer, 
but only through a correspondent banker—know that he has done so ? It is 
of little use pleading the high-pressure export drive as a reason for laxity and 
for the acceptance of a risk for which the banker alone will pay. 

The proponent of the underwriter’s point of view in the August issue of 
THE BANKER, Mr. Douglas King-Page, argues that one of the difficulties is 
the “‘ bankers’ woeful ignorance of the meaning of the standard cargo insurance 
clauses in use to-day, which leads to a demand for over-comprehensive insurance 
clauses". Why cannot a banker reasonably require an indemnity where the 
risk it is designed to cover has been accepte -d by the underwriters ? How is he 
to know for certain that such a risk is accepted ? It is suggested that he can 
apply to British underwriting interests for information. Apart from the fact 
that he may not have the time, the fact is that, whatever he or the under- 
Writers may feel about the transaction, the banker who accepts the word of 
the underwriter fails to fulfil the condition on which alone he is permitted to 
pay the beneficiary. The banker, it should be stressed, is willing to accept any 
definition of a clean bill of lading imposed on him by the particular buyer with 
whom he is concerned. 

Some contributors to this debate have also argued that banker's security 
is not necessarily diminished by some insertions on a bill of lading. Only the 
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banker can judge if this is so. The banker’s security does not consist of the 
goods only; it rests also on his being able to show that he paid with complete 
authority. If he had to rely on documents which the buyer was entitled to 
refuse to take up, even if the risks inherent in the irregularity were covered, 
the banker might be unable to recoup himself. In any event he might well 
have to meet considerable charges which he could not recover. 

It should be made clear in considering all these criticisms that British 
banks do not work by rule of thumb. They consider each credit and the cir- 
cumstances surrounding it on their merits; what they would do in some cases 
they would decline to do in others. In other words, they exercise a judgment 
on the individual case without allowing themselves to be fettered by any code 
which, though it might help here and there, would at times certainly prevent 
them from aiding their clients and beneficiaries. It may fairly be said, there- 
fore, that when a banker declines to pay, except under an indemnity, against 
irregular documents, it is because his knowledge of the parties concerned is 
not such as to warrant his taking the risk of acting otherwise than strictly in 
accordance with the instructions he has received from his foreign correspon- 
dent. Once again it is necessary to emphasize that he does not make his own 
contract; it is imposed on him by his correspondent at the behest of the foreign 
trader. 

When all this has been said, however, the fact remains that a clear and fair 
solution to this problem does seem to have emerged from previous contribu- 
tions to this debate. Mr. Peter Duff was surely right when he maintained that 

. the banker’s objection to soiled bills of lading could be overcome if the 
acceptance of ‘ normal’ clauses formed part of the contract of sale between 
exporter and importer ’’ and were duly translated into the credit. In this 
context, Mr. A. W. Green, of the Commercial Union Assurance Company Limi- 
ted, put in a plea for the adoption of Article 18 of the Uniform Customs and 
asked that importers might stipulate for clean bills of lading within the meaning 
of the article, that shipowners might refrain from using these controversial 
clauses and that all parties might consider the possibility of introducing a 
standard packing code. 

It seems clear that the remedy must lie largely in the origin of the transac- 
tion. The trader must expect from the banker just what he has demanded in 
his contract, as translated by the buyer and the correspondent banker. The 
banker cannot be required to exercise a discretion where the interpretation of 
documents is in question, though he may on occasions do so. But if something 
less than the absolute is acceptable to the trader, the banker must be clearly 
instructed to that effect. Experience must indicate to trader and banker alike 
that there are certain irregularities which are constantly cropping up and 
which in the great majority of cases lead to no trouble. Here, then, a code 
could surely be established and it is here that the Uniform Customs might 
be used to avoid difficulty. The fact that many bankers believe that to 
accept the Customs as a whole would fetter the freedom of action of British 
banks is no answer to the contention that agreement on terminology might 
be a source of great benefit to bank and trader. While bankers are dependent 
on the instruction’ they receive, they can and should aid or enforce the estab- 
lishment of a “‘ custom in interpretation "’. This custom, if accepted by bankers 
everywhere and applied as a condition in their contracts with traders, would 
be irresistible. 
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Germany’s Answer to the Risk 


Capital Problem 
By W. A. Everitt 


N an article that appeared in THE BANKER in July, 1949, attention was 
| érawn to the investment problems facing Western Germany. At that tim: 

Germany's chief capital problem arose from the inadequacy of physic al 
resources to meet the heavy demands laid on them by badly ne -eded investmen 
in industry, housing, mining, transport, public utilities and other reconstruc- 
tion work. Since then, in Germany as in other European countries, another 
problem has come to the fore. The essence of that problem is that the savings 
accruing in the public and private sectors of the economy are not finding their 
way into the right hands. Germany, in short, is now faced by a shortage of 
risk capital and other funds coming forward for industrial investment. 

It was in anticipation of this shortage that the German Reconstruction Loan 
Corporation, or Aveditsanstalt fur Wiederaufbau, was set up in 1948. The first 
report of this corporation, for the year to December 31, 1949, has only recently 
become available in this country. In view of Mr. Gaitskell’s suggestion in a 
House of Commons debate last July that special industrial lending institutions 
might in time have to be set up in Britain, the record of the German Recon- 
struction Loan Corporation, and the circumstances in which it works, seem 
to deserve special attention in this country. 

There are three major differences between the capital market problems 
facing Germany and those facing the United Kingdom. In the United Kingdom 
the main problem arises from the fact that business enterprises have nearly 
exhausted the liquid funds accumulated in the war while private individuals, 
crippled by taxation, are doing most of their saving through the small man’s 
media of insurance companies and other institutions. In post-war Germany, 
business ent _— s have never had any accumulated liquid funds, and privat: 
individuals, even though they have now recovered confidence in the currency 
after two de by: icles in one generation, are largely unwilling to invest at all. It 
is estimated that the German investing public was offered some Dm. a 0 
millions in 1949, mainly in debentures and mortgage certificates. Only Dm. 870 
millions of this could be placed and private and individual investors took uy ) 
very much less than half of this. On the other hand, new saving out of current 
corporation profits is probably higher in Germany than in Britain. It is esti- 
mated that up to Dm. 4,000 millions was provided for new investment out of 
current corporation profits in 1949; this financed the lion’s share of the indus- 
trial portion of total gross investment (which amounted to over Dm. 18,000 
millions in the year). 

The second difference between the capital market’s problems in Germany 
and those in the United Kingdom arises from the different réle played by the 
banks. German banks have always participated in the provision of some 
medium and long-term credit to industry and have continued to do so in the 
post-war years even though their resources were denuded by currency reform. 
Between the end of January, 1949, and the end of May, 1950, bank credits 
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acknowledged as medium and long term expanded from Dm. 615 millions to 
Dm. 3,605 millions ; in the same period, “‘ short term ”’ bank credits rose from 
Dm. 4,900 millions to Dm. 11,197 millions—the banks, however, are none too 
sure about the liquidity of many assets nominally included in the short-term 
group. The last two years have, of course, been a wholly exceptional period in 
the his tory of German banking—the banks have virtuz lly been building their 
resources up from scratch. Nevertheless, the part that they have played in 
financing German recovery has been most significant. 

The third big difference between the problems of capital provision ip 
Germany and in the United Kingdom arises from the budgetary position of 
the German Government. Although several German provincial Governments 
— financed large parts of their building programmes out of surplus current 

venue, the Federal Government itself has exhausted its statutory borrowing 
powers at the central bank and the certainty of a poor response prevents it 
from floating a public loan. Its budgetary position—and that of some of the 
provincial Governments—is in fact worse than antic ipated this time last year, 
Revenue is lagging behind estimates, and the tax collecting apparatus is 
plainly creaking; it is clear that there are a number of administrative defects 
still to be made good. 

In considering the budgetary position of the public sector, however, it 
must be remembered that there are a million unemployed in Western Germany. 
Although it is true that the balance of payments is only maintained in 
apparently reasonable fettle by foreign aid, there are good grounds for arguing 
that there is some man-made deflation to be undone. There is, in other words, 
a case for a little deficit financing. The restrictions on Government borrowing 
from the central bank prevents this finance being conjured up in the usual way, 
but, fortunately, the German Government, like other continental Governments, 
can utilize the local currency it secures from “ selling ’’ E.R.P. dollars to its 
central bank. The comedy surrounding the use of these “ counterpart ”’ funds 
is even higher in Germany than in other West European countries. Since 
Germany, unlike other E.R.P. participants, is eventually supposed to repay 
all the Marshall Aid it receives, the counterpart funds “ belong ’”’ to E.C.A., 
which has to give its approval before any penny from them is spent. 













RECONSTRUCTION LOAN CORPORATION 





THE 

It is against this background that the first year’s experience of the Recon- 
struction Loan Corporation must be judged. This corporation was originally 
set up with a nominal Dm. 1 million as its own capital; half of this was sub- 
scribed by the Federal Government and the balance by regional Governments. 
The main object of the corporation is to raise funds by bond issues on the 
market and then to lend to industries in need of re-equipment. 

During 1949 the corporation lent Dm. 555 millions to industry. This 
figure may seem small compared with the expansion in bank credit or with the 
sums that industry found for investment purposes out of retained profits; set 
beside the poor response to the few attempted public issues, however, it gains 
greatly in significance. Nevertheless it is clear that the corporation has not 
succeeded in its original objective of channelling private savings towards 
industry. The response to its two public bond issues fell well short of even the 
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most cautious hopes entertained by its officials. The first issue, of 53 per cent. 
10 vear bonds offered at 96, raised only Dm. 82 millions, less Mensa Very 
little of this came from the private sector for the main subscribers were the 
trustees of the unemployment insurance fund, who took up Dm. 60 millions. 
For th 1e rest, a syndicate of 72 banks guaranteed the subscription of a further 
Dm. 50 millions, but, up to ‘the end of 1949, only Dm. 22 millions had been 
raised: of this Dm. 22 millions, about one-half came from accounts that had 
been blocked since the currency reform, but were allowed to be drawn on for 
subscriptions to issues of this kind. The results of the second issue, a 3} per 
cent. tax free loan, were even more disappointing. Despite the very tempting 
tax relief offered, this brought in a mere Dm. 8 millions. 

The balance of the corporation’s Dm. 555 millions of loans in 1949 were 
financed by releases from counterpart funds. Some Dm. 390 millions were 
lent (at 54 per cent. per annum) to the corporation directly from counterpart 
funds in 1949 and a further Dm. 78 millions was advanced by the central bank 
against a promised additional salle sase from them (made good in January of 
this year). During 1950 the corporation will probably have to lean even more 
heavily on the counterpart funds, particularly if, as it hopes, it is to double its 
credits in the year and ape on towards the limit set by its new statutory 
borrowing powers of Dm. 3,000 millions. Unfortunately, however, the process 
of borrowing from the counte rpart funds is often a long and complicated one. 
The German Ministry of Economic Affairs has one set of plans and priorities, 
E.C.A. another, and German industry a third. The corporation has little 
official say in these plans, although it is probable that its chairman, Herr Abs, 
by virtue both of his exceptional position in the German banking world and his 
considerable influence in governmental circles, is making his pronounced views 
on economic priorities felt. Now that the corporation has, broadly speaking, 
mastered the technique of granting credits and sifting applicants the repeated 
delays in releases by E.C.A. are proving increasingly irksome. 

The corporation’s lending has not conformed to the pattern expected. Loans 

made to the coal mining and the electric power industries accounted for fully 
Dm. 431 millions of the Dm. 555 millions actually paid out in 1949. Mining 
took the lion’s share, partly because the mines are hard pressed to find finance 
for re-equipment out of their meagre current profits and partly because the 
banks fight shy of granting credits (except possibly short-term acceptance 
credits) to an industry in which so many component firms are under the cloud 
of the de-cartelization laws. 

Inevitably the corporation has come in for a good deal of criticism for 
dividing its resources up in this unequal fashion. In 1949 agriculture had to 
content itself with Dm. 17.7 millions and public housing with Dm. 18 millions; 
while Dm. 30 millions was used to finance buildings for the Occupation forces, 
a mere Dm. 58 millions was invested in manufacturing industry. Since the 
beginning of 1950, however, the manufacturing industries have received better 
treatment. At the end of March this year, the ‘‘ Small Industries and Handi- 
crafts” group had received credits totalling Dm. 24.7 millions, made up from 
5,917 loans, none larger than Dm. 35,000 and 3,429 below Dm. 10,000; at the 
end of 1949 credits to undertakings in this group (many of which are refugee 
firms from Eastern Germany) amounted to only Dm. 2} millions. 

Credits are granted in two ways, either directly to the final recipient, or 
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= | k sui o the ban] ticularly to such “ specialists " as the agricul 

il mortgage banks), who then pass on the funds to ultimate credit takers 

hese ultimate credit takers then issue bonds to the Reconstruction Loa; 

Ci ration or to the banks as security for the credit. Where global credits 

g d the banks handling their distribution assume joint lability with 
corporation for interest and redemption; this joint hability has | 

of son iction delays, for the banks have shown some unwillingness 


ssume the liability, contending that they are already extended to tl 
5. 3 | | the ¢ pora 1's policy is Nol 
: ts chents ortfolio [t intends, however, to s : 
l lly sO) > it Ss f 
l 
The corporat $-¢] 5; credit vary bstantia In th sma 
tries 2 above D 5,000 Is granted, i St is 
rged at th at 7 per cent. per annum nd the ultimate borrow 
ives 97) per cent. of the nominal amount in cash. This is approximateh 
I salt s the charge tha i commercial bank would levy for a long-t rm 
credit to a small or medium-sized undertaking, but it gives the corpo 
small t ove the 53 per cent. that it has to pay for counterpart 
| The report for 1949, incidentally, records that ‘* the corporation full 
shares th iew of the E.C.A. mission that the rates of interest should, as far 
sible, be in accordance with what would be a fair level on the capital 
market Judging from the poor response to the corporation’s own issues, 
however, it is rather difficult to sav exactly what ‘a fair level on tl ipital 





It is far too early to jud he corporation's long-term chances of financial! 
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solvency During 194g interest payments received exceeded interest pai 
Dm. 3.1 millions. Of this, general expenses required Dm. 658,000, depreciatior 
Dm. 123,000, reserve Dm. 250,000, and extraordinary expenditure Dm. 87: 







so that a net profit of Dm. 1,270,000 was shown. Since few of the Dm. 555 


millions of loans could have run through even one full vear, this is an impressive 





result. It must be remembered, however, that 1949 was a boom veat 





German industrial profits; there are many who believe that ‘* pump-priming 






losses are inevitable in the near future. 





Oo sum up, therefor The German Reconstruction Loan Corporation has 





succeeded in drawing in savings from the public and re-distributing ther 
to industrial enterprises in dire need of investible funds. It has succeeded 
however, in utilizing the surplus of the unemployment insurance authorities 
and, above all, the counterpart funds for industrial purposes. In its lending 
policy in 1949 it was, perhaps justly, accused of distributing too much to 
coal and power industries—industries that are often favoured in any partiall 
planned economy; since the beginning of 1950, however, it has shown som 
is of recognizing the needs of manufacturing industry as well. In Its first 
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vear, when it was lending largely to heavv industry and when industrial earnings 
were booming, it made a small profit. It has certainly served a useful short- 
term purpose by providing machinery whereby some of the slack that st 






exists in the German economy can be taken up; whether it can provide an) 
sort of an answer to the long-term problems facing the capital market 







Germany remains wide open to doubt. 
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Mr. Bevin’s personal intervention, the Argentine railway purchas 
ommission in London has been put in funds to pay its accrued debts, a new 
tax bill discriminating against foreigners and rich Argentinians has been passed 
vy the nate and the Chamber of Deputies, and official overseas trade statistics 

for the first time in two years. These 
flurry of speculation that British 
1 to remit to this country the 
ylocked in their name at the Banco Central 
any future profits they may earn. Although Argentina's 
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ys for purchases of railway 
material. The Argentine Ministry of [Transport ann . 
he railways’ sterling debts nly a little short of £74 millions; just under 
{31 millions of this was said to represent payments due on equipment already 
eived and the balance to represent orders placed prior to January I, 1950, 
ut not yet carried cut. The Ministry declared that the National Economic 
Council was taking steps for the total transfer of the sterling duc on equipment 
received and that sterling transfers for orders placed (and in fact for some 
lers) were also being © authorised’. The favourable impression that 
this announcement might have created, however, was spoiled by 
—_ panying official explanation that these sterling transfers wet 
_ new equipment urgently needed by the railways could only be obtained from 
itain—who, presumably, would only supply it if past orders were paid for. 
| that these railway debts are paid, however, Argentina's out- 


1 
I 
trade debt to Britain shoul 


it 
id be reduced to about £2 or £3 millions 





interest can therefore centre on the #10 millions or so of unremitt 
lividends that remain frozen at the Banco Central; some of these balances 
have been frozen since 1948. The prospect for transfer of these—and for 

— freer flow of currently accruing dividends—depends partly on the sciaeitinls 
os of the Argentine Government and partly on the extent to which its intentions 
ee are based on accurate assessment of the amount of foreign exchange that the 
- Banco Central is likely to have available. 


Che first faint ray of hope that the Argentine authorities may intend to 


meet some of their obligations to foreign investors was thrown by the Ministry 


Finance announcement of new peso exchange rates on August 28. These 
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exchange rate changes included some sensible steps to encourage an increase 
in output from Argentine agricultural producers and to rectify some of the 
distortions caused in the economy by the previous policy of allowing the 
Government and favoured industrial producers to pay for their raw material 
imports at unrealistically low peso prices; the new rates, and the commodities 
to which they apply, are enumerated in some detail on page 257 of this issue, 
The innovation of most interest to foreign investors, however, was the setting 
up of a free exchange market on which the peso is “ to be allowed to find its 
own level’’. Foreign exchange may be sold on this market by new foreign 
investors, by tourists, and by certain favoured Argentine producers of manu- 
factured goods who will be allowed to sell there any foreign exchange they 
earn from their exports. Purchases of foreign exchange on this market may 
apparently be made by anybody who secures a permit from the B: 1NCO Central. 
It is expecte -d that some permits will be granted to importers of “ inessential 
goods ’’ (including British textiles) and it has been announced that permits 
will be granted to foreign businesses that wish to remit dividends out of profits 
accruing after August 28: these dividend remittances, however, must not 
amount to more than 5 per cent. per annum of the investment registered in 
the name of the foreign resident concerned and they must be made in four 
equal quarterly instalments (thus precluding any chance of playing on the 
rates). The Finance Ministry has also announced that it hopes to allow profits 
accumulated before August 28 (i.e. the frozen balances) to be remitted abroad 
as soon as the foreign exchange position allows; meanwhile, these frozen pesos 
can now be sold by one foreign holder to another—if any buyer can be found. 
The concessions granted to currently accruing “ne idends frankly afford 
cold comfort. The new free exchange market opened at a rate of 39.90 pesos 
per {1 sterling. It is unlikely that the market will harden as a result of the 
unloading into it of much foreign exchange by new foreign investors, tourists 
or the relatively few Argentine exporters of favoured manufactured goods. 
The rate may, indeed, worsen if many Argentine importers of inessential goods 
are allowed to bid up for “ free ’’ foreign exchange. It is still quite possible for 
an Argentine importer of British textiles to make a large profit on his home 
market even if he pays 50 pesos for each £ worth of textiles imported (although 
it should be noted the margin of profit that such importers are nominally 
allowed to make has recently been reduced by a Ministry of Commerce decree). 
Even if the free rate does remain at about 40 pesos to the £, however, British 
investors who sank their sterling into Argentina at some pre-war rate between 
Ir and 16 pesos to the £ are now going to draw their profits out at a rate 
between 2} and 4 times less favourable; this loss may pores be accounted 
part of the ordinary risks attached to any investment undertaken across the 
exchanges, but if (as is feared) the new measures mean that foreign investors 
can only bring out 5 per cent. per annum of the original (i.e. much depreciated) 
peso value of their investment, they represent shabby treatment indeed. 
Even more serious, for the long term, is the apparent implication in the 
agony f s statement that accrued profits, when unfrozen, may be remitted 
at the free market rate. Some of these profits were earned, and should have 
ar suenitted, at a time when the exchange rate applying to financial transfers 
stood at 19.30 pesos to the £{; the rest (those earned since October, 1949) were 
accumulated while the relevant exchange rate stood at 25.20 pesos to the { 
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Under the Anglo-Argentine agreement of June, 1949, the Argentine Govern- 
ment specifically undertook to facilitate the transfer of these profits. It is 
clear that its failure to live up to this obligation should not impose on foreign 
creditors the full burden of two subsequent devaluations of the financial 
remittances rate. The fact that Britain paid up under its revaluation guarantee 
after sterling’s devaluation makes Argentine recognition of this point a matter 
of honour; the fact that Argentina still hopes to attract new foreign invest- 
ment will make its action here a touchstone of its economic sense. 

Hitherto it has been possible to argue that Argentina’s treatment of foreign 
investors has been caused—though not necessarily excused—by economic 
pressures weighing down upon the country and ps ticularly by its desperate 
shortage of foreign exchange. It should be emphasized, therefore, that these 
new proposals are no longer bids that the Argentine authorities believe that 
they can barely afford in their present position of weakness; it may well be 
that these are cards that they think they can legitimately play when leading 
from strength. If this is so, the prospect for British investors in Argentina 
would seem to be gloomy indeed. That prospect will not be made any better 
if, as seems likely, the strength of the Argentine economy proves to be less 
than the Argentine Government at present likes to believe. 

The dominant motif behind Argentine economic thinking at the present 
time is clearly an unshakable belief that the rearmament crisis is bound to 
drive up world prices and especially world prices of primary products, thus 
improving Argentina’s terms of trade. This belief has been evinced, first, in 
the rush to buy more imports before prices rise, and, secondly, in the utter 
intransigence that Argentina has recently shown to Britain’s demand for a 
lower contract price for meat purchases. This intransigence, it is only fair to 
point out, has also had some pale reflection in the attitudes of other primary 
producers negotiating for annual contracts since Korea. In Argentina, how- 
ever, the belief that the terms of trade must now turn more fay ourable has 
been allowed to swamp much of the caution about the future shape of the 
foreign exchange budget to which the December drought (and the consequent 
shortage of grain and meat for export) had previously given birth. Towards 
the end of July, for example, the Ministry of Technical Affairs (another of the 
string of ministries with a finger in the economic pie) proudly announced that 
overseas trade statistics, which had been put on the secret list in June, 1948, 
could now be published since “ the fight for Argentina’s economic independence 
was won’. The first statistics to be published, which, of course, related to 
the pre-Korea period, were in fact much more favourable than most observers 
had expected. They purported to show that Argentina had a visible surplus 
of 258.5 million pesos in the first five months of 1950, compared with a visible 
deficit of 485.8 million pesos in the first five months of 1949 and a deficit of 
927.9 million pesos in 1949 as a whole; included in the surplus between January 
and May this year was a 263.2 million pesos surplus with the United Kingdom 
and a 123.9 million pesos surplus with the United States. In view of the odd 
things that can happen to Argentine trade statistics when they are converted 
into pesos (through a maze of differing exchange rates) and in view of the 
seasonal nature of Argentina’s export trade, these figures should be treated 
with reserve. The mere fact that they have been published, however, suggests 
that the Argentinians themselves believe that the improvement they portray 
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Is Consignment Trade alwavs Risky ? 
By W. W. Syrett 


HE practice of shipping goods on “ consignment that is of forgoin 

eceipt of payment until after the goods have been sold by the consignee 

to the eventual consumer abroad—is not one that is generally favoured 
by British exporters or by bankers who are called upon to finance them. Under 
present trading conditions, however, it 1s becoming increasingly apparent that 
there are Many occasions on which a consignment technique can be effectively 
applied in order to promote turnover and prestige for British manufacturers. 
[his therefore seems an opportune moment to examine consignment trade 
from the manuiacturer’s viewpoint, and to review the three main categories 
of export operations in which advantage might be gained from it. 

The first—and least risky—type of consignment operation is that which 
can arise When consumers’ semi-durable goods are marketed overseas through 
sole distributors (each operating in a defined territory), and when the goods 
require service after sale to the ultimate retail buvers [ypewriters, motor- 
bicvecles, sewing-machines, a wide range of domestic electrical equipment, and 
manv other necessities of modern life fall into this category. The usual 











actice is for the maker to “ guarantee " products of this sort for a-certain 
1 after sale to the initial purchaser. In framing the guarantee form and 
rganizing the service, of course, the manufacturer has to guard against 
skilled tink ¢ with his product. The oversea distributor, charged with 
lementation of the guarantee as “ part of the act ’’, is required to 
stinguish between faults and failures that are due to defects in material, 
( SO rkmanship, and those that are due to, or are aggravated by, 
use or amateur repair efforts by the user or other unqualified parties. 
Und il guarantee forms faults due to inherent defects are chargeable 

items, but claims for faults aggravated by “‘ tinkering ”’ are resisted. 
When a service-after-sale facility, coupled with free replacement of in- 
faulty parts is in operation, the oversea distributor sometimes secures 
from his suppher a “ free ’’ supply of spares of the type and quantity shown 
xperience to be appropriate to the turnover. In point of fact, however, 
s supply is not really free—an allowance is made for it in the supply price 
Another course is for the distributor to buy and import stocks of spares from 
supplier. A third and increasingly popular course is for some arrangement 
ck betw the parties for the spares to go “ on consignment ”’ on 
s sis establishes the course of correspondence. The advantages of 
s consignment approach can be briefly summarized. Such an approach 
s keenness on the part of the distributor and his own self-interest then 
to distinguish between failures due to manufacturing defects and 
se due to tinkering. The consignment approach also obliges the distributor 
: proper accounts that can be passed back to the manufacturer and so 

rogressive Improvement in design. Finally, with proper control 
any black market arising in spare parts 

is usual for consignment spares to be supplied without initial payment. 
ihe distributor then becomes a sort of consignment-stockist on the manu- 
lacturer's behalf. It is then only necessary for him to make periodical returns, 
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ing stocks remaining, claiming discharge from that part of the account 


‘lates to free replacement, and remitting the reciprocal part that relates to 


rvice. The conditions of the market and the details of the arrangement 
“ause the accounts to be complicated in varying degrees by payment of 
duties, Customs clearance charges, up-country freight, insurance pre- 
octrot, and, sometimes, certain labour charges. Whatever the details 
individual case, however, the same general principles operate. It is, in 


fact, unusual for a shipment of consignment spares to be governed by a contract 


n manufacturer and distributor with all the eventualities set out. The 


tendency is rather to start with the simple principle and allow the complications 


themselves out when they arise. 
justification for classifying this first category of consignment goods 
‘least risky’ lies in the fact that some sort of service after sale is 


often a necessity for the advancement of the maker’s brand name on this 
particular type of product. Moreover, the service spares are really an appendix 


wuch larger flow of merchandise in the shape of the principal goods. 
consumers’ durable goods of this kind are exported, manufacturers 
enter into arrangements only with well-established distributors over- 


f the consignment spares; something like {100 of the former to {I or 
ie latter is a typical proportion. Thus, although a given manufacturer's 
yf service spares overseas might at a given accounting date amount to 
round sum, the risk involved is spread over several different distributors 


and several different markets. 


The 


risks are slightly greater in the other two main categories of consign- 
rade, in both of which the manufacturer places his principal saleable 
in the overseas market without prior provision for payment. But 
icturers of consumers’ (non-durable) goods are now being repeatedly 


told that the only way they can expect to compete with local suppliers and 
with other exporting countries is by laying down stocks in overseas markets 


‘ off the shelf” or, in the clothing industries, “‘ off the peg ’’. Consign- 


ment operations are one way of achieving this. 


already mentioned, this article is conceived from the manufacturer’s 
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of import, export and trade regulations in force in Iran. 
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viewpoint; it is from his angle that it is necessary to distinguish between 
the category of consignment operations where stocks are eventually to be 
yaid for by the overseas buyers’ indent house or confirming agent in the 
United Kingdom, and the third category of consignment operations where the 
manufacturer receives payment from abroad without the intervention of any 
United Kingdom agent (except in the restricted sense that the paying banker 
might in some contexts be called an “ agent ’’). A typical case in the first of 
these two categories might be that of a trade which had grown up during the 
early post-war years of sellers’ markets and in which a British manufacturer 
had built up a good annual turnover with one of the Dominions or Colonies; 
such trade is often soundly and effectively financed by indent houses that 
‘confirm ’”’ the orders of the buyer. (In law, the indent house 7s the buyer, 

since in performance of its confirmation it takes up the merchandise at f.o.b. 

prices.) These confirming houses can be of great help to the manufacturer if 
circumstances change in the market and the manufacturer has to resort to a 
consignment technique to meet competition. Many confirming houses have 
their resident agents in the Dominions and in some of the Colonies. They can 
therefore arrange for the manufacturer’s consignment stocks to be cleared 
through Customs, for the duty to be paid, for warehousing to be put in the 
hands of reliable warehouse keepers, for insurance against fire and theft to be 
made and for any other operations rendered necessary by the idiosyncrasies 
of the particular trade. The usual procedure is for the stock to be lodged in 
the name of the confirming house’s local agent. When the distributor is ready 
to take over part of the stock, the agent arranges details of the related pay- 
ment and issues a delivery order on the warehousekeeper against provision for 
payment, thus enabling the distributor to put the goods into the retail outlets. 
Payment is remitted to the confirming house in the United Kingdom, which 
is thus put in funds with which to pay the manufacturer. 

This system ensures that the distributor always has access to stocks in 
the market and it avoids the time-lag involved when goods have to be ordered 
out from England; moreover, possible turnover is not restricted by the dis- 
tributor’s credit-limit with his indent house. The manufacturer is assured 
that he is not missing possible turnover and profit and the credit risks are 
relatively limited, since the manufacturer is looking for payment and security 
to an indent house of sound status. There are, however, geographical risks 
in the dispersal of stocks to remote places, and also the hazard, more real 
in some trades than in others, of a change of fashion abroad. This may load 
the manufacturer not only with the merchandise itself, but also with the 
return freight and insurance on top of the holding costs (warehousing, etc.) up 
to the time of his decision to bring the stock back. Moreover, instead of 
receiving cash within the month of shipment, the manufacturer has to wait 
for his cash until his goods have been shipped, placed in a foreign warehouse, 
and called out by the distributor. Even then he has to wait for a few days 
while the banking transfer is put through by air mail transfer. It is small 
wonder, therefore, that manufacturers often seem loth to launch out on such 
ventures. Often they are only induced to do so by rising stocks at their factories, 
coupled with the need to keep production flowing and capacity loaded. 

The third category of consignment trade is in some superficial respects 
similar to this second one. This third technique is that which has to be adopted 
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Proposals for Leasehold Reform 
By je Sophian 


HE law of Landlord at d lfenant—and indeed property law in general— 
has always been bedevilled by political controversy and perhz ips for this 


has never quite managed to keep abreast of the 1 times. It is not 





sir e, therefore, that the members of the Jenkins Committee on Leaseholds 
whose report was published last July as Cmd. 7982) found plenty of room for 
wreement on the need to rectify minor anomalies as well as for disagreement 


the desirability of certain swee 


ping reforms. In view of th 


| possibility that 
(,overnment will intr duce a Least hold Bill this au t 


umn, it mav be useful 
set down the recommendations of that Report in their hist rical omer 





1 ] ] Ml ¢ 1; +} r £ 7 y - ° roe T 
\ broad survey of this kind will indicate the nature of a useful, non-controversial 


hill that could be introduced at this time to rectify many minor anomalies: it 
vill also —. the old sores that could be inflamed if a bill were introduced 
that alt a partisan wav with the two most hotly contested issues, thos 
if the ded lity of “leasehold enfranchisement and of the degree of 
security of tenure that should be extended to tenants of trade, business and 


; 1 - 
fessional premises 


LEASEHOLD ENFRANCHISI 


The demand for leasehold enfranchisement (that is for the granting of a 
gal right to the leaseholder to buy the freehold from the landlord against the 
tter’s will) seems originally to have been put forward by a group of Radical 

Libe rals in _ The Re port issued by the Royal Commission on the Housing 

e Working Classes in 1884-85 already revealed a sharp cleavage of opinion 
on + he question. The supporters of leasehold enfranchisement argued in this 
Spor! that the prevailing system of building leases was conducive to bad 


building, to the deterioration of the property (especially towards the end of a 








lease) and to the lack of anv incentive to the occupier to b house-proud "’. 
The proponents of the existing system, led by Lord Salisbury, argued that 
nfranchisement would have the effect of arresting the grant of building 
leases and the supply of accommodation for the working classes in subu rban 
listricts—a supply with which the Commission was mainly concerned. 

Five vears later, in 1899, a Select Committee that had been appointed to 
nquire into “ town holdings " issued another report on this subject. This 
C ttee conceded that leasehold enfranchisement, by ensuring security of 





nure, would encourage improvement to property (particularly by business 


nants) and would promote habits of thrift among the poorer classes. It 
unted out, however, that these benefits would be more than outweighed by 


untervailing disadvantages. It argued that private development schemes 
would be obstructed; that compensation (on any other basis save that of full 
m t value) would be unfair to the freeholders, and that poorer occupiers 





not be in a position to enfranchise so that the principal beneficiaries of 
enfranchisement would be middlemen or intermediate lessees. The main 
mmendation made by this Committee was, therefore, that there should be 


general scheme of enfranchisement, though it believed that the power of 
ompulsory purchase might in certain cases be given to local authorities, schools, 


churches and similar bodies. It suggested, however, that the leasehold system 
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should be reformed by converting leases for lives into leases for fixed terms of 
years and by giving tenants the right to compensation for improvements. The 
former recommendation was embodied in the Law of Property Act, 1925, and 
the latter, though only as far as improvements to trade and business premises 
are concerned, in a Section of the Landlord and Tenant Act of 1927. 

In the meantime various other legislative changes bearing directly or in- 
directly on the question of enfranchisement have taken place. Urban develop- 
ment has been controlled by Housing and Town Planning legislation and local 
authorities have acquired properties for letting to working-class occupiers, 
The Rent Acts and the Landlord and Tenant Act of 1927 have conferred some 
measure of security of tenure on tenants. Restrictions on the right of a landlord 
to forfeit a lease for breaches of covenant have been imposed by Sections 146 
and 147 of the Law of Property Act, 1925, and the landlord’s rights to control 
the tenant’s disposition of his interest in the premises, to control the execution 
of improvements to the property, and to determine who shall be the user of 
the premises has been restricted by provisions in the Landlord and Tenant 
Act, 1927. It will be seen, there fore, that the whole trend of legislation over 
the last fifty years has been to drift away from the concept of enfranchisement 
and to reaffirm the continuance of the building lease method of development. 
The system of leasehold is also contemplated as the normal method of develop- 
ment under such comparatively recent Acts as the New Towns Acts, 1946, 
and the Distribution of Industry Act, 1945 (which lays down that factories are 
to be provided for letting but not for sale). 

It is against this historical background that the report of the Jenkins 
Committee must be viewed. Of the ten members of the Committee only the 
two Labour politicians, Mr. Hale and Mr. Ungoed Thomas, came down flatly 
for leasehold enfranchisement. Their Minority Report, which is spiced with 
many of the arguments of the Radical Liberals of 1884, apparently commandsa 
considerable measure of support among members of the Labour Party. Mr. 
Hale and Mr. Ungoed Thomas also appended their names to a Supplementary 
Report of the Leasehold Committee putting forward what they obviously 
regarded as a second-best solution—namely, that residential tenants should, 
under certain conditions, be given the right of renewal of a lease that falls in, 
but “ at a fair market rental ”’ (i.e. almost certainly at a higher rental than that 
obtaining under the old lease); this proposal was also sponsored by three other 
members cf the Jenkins Committee. 

The other five members of the Committee, however, were unwilling to 
vield in any way to the clamour for leasehold enfranchisement. They agreed 
in their Majority Report that hardship was suffered by tenants of some years 
standing when the landlord proposed to sell the freehold of the property. They 
suggested that when freeholds were sold in this way the occupying lessee should 
always be given the first refusal (that is, the chance of buying the property at 
whatever price the landlord may be prepare :d to accept). They did not propose, 
however, that any enforceable right in law should be conferred. Their recom- 
mendation was, in short, merely the expression of a pious hope. 

Although the Committee did not reach agreement on steps that might 
be taken to aid those whose leases fell in, however, they were unanimous in 
drawing attention to an anomaly in the position of occupying ground lessees of 
premises controlled by the Rent Acts. The Rent Acts do not apply where the 


rent payable is less than two-thirds of the rateable value of the property. 
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Because of this, a ground lessee is nearly always outside the protection of the 
Acts and the Court of Appeal has late ly also held that an occupying tenant, 

too, even at a rack rent, is not protected if he holds, directly or indirectly, 

under such a ground lessee. Thus, in a row of similar houses, one occupier may 
be protected because he holds direct from the freeholder, whereas another may 
not be protected because he is a ground lessee or because he holds directly or 
indirectly under a ground lessee. The Committee recommended the removal of 
this anomaly by extending protection to occupying ground lessees, provided 
that the premises had, for at least three years, been in the occupation of them- 
selves, or of persons through whom they claim otherwise than by purchase. 
This protection, it was proposed, should also be extended to sub-tenants of 
eround lessees. The Committee also recommended that a freeholder should be 
given the right to purchase the interest of intermediate lessees (even against 
the latter’s will) in cases where such a purchase was shown to be desirable in 
order to prevent deterioration of the property. It also suggested that some 
measure of tax relief ought to be granted on any insurance premiums payable on 
policies taken out by lessees to provide for the replacement of capital outlay 
and for the discharge of their liabilities at the end of their leases. It is clear, 
therefore, that there are a number of useful mopping-up measures overdue in 
this field even if the main battleground of enfranchisement is avoided. 


SECURITY OF TENURE FOR TRADE AND BUSINESS TENANTS 

The second main controversy—the demand for greater security of tenure 
for business tenants—is as oid as that on leasehold enfranchisement. The Select 
Committee on Town Holdings, whose Report in 1899 has been referred to 
above, itself put forward specific proposals for compensating such tenants. 
During the next few years certain pieces of Irish legislation (such as the Town 
Tenants Ireland Act of 1906) provided a model that ae be legislators in 
this country consté intly strove to emulate; from 1908 onwards there was 
scarcely a Parliamentary session, with the exception of those in the war years, 
during which a Town Tenants Bill or a Landlord and Tenant Bill did not 
appear upon the Order Pape r. It was not, however, until 1926 that Mr. Baldwin 
introduced the legislation that later became known as the Landlord and 
Tenant Act of 1927. 

This Act confers three important rights on a tenant of trade or business 
premises. The first of these rights is that of making improvements to a property 
against the wishes of the landlord; the second is that of being paid compensa- 
tion for goodwill on the termination of his tenancy; and the third is that of 
being granted a new lease in lieu of compensation for goodwill. 

Unfortunately, however, it is now generally agreed that the working of the 
Act has proved to be extremely unsatisfactory. The spate of litigation that 
followed the passing of the Act soon died down as litigants began to appreciate 
the great difficulty of proving a case under the Act and the unreasonable level 
of expense involved. The Act has proved to be hedged round with technicalities. 
The view of the Courts has been the it goodwill is divisible a it a tenant is not 
entitled to any compensation for ‘“ personal ’’ goodwill (i.e. goodwill he would 
take away with him), nor for ‘fugitive ’’ goodwill (i.e. goodwill the landlord 
would not enjoy). The basis of compensation is measured by the landlord's 
gain and not the tenant’s loss. The tenant therefore is only entitled to com- 
pensation for “‘ adherent ” goodwill, that is to say for goodwill which would 
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main attached to the premises for the landlord to enjoy after the tenant 


left. But here again an important division has been made. The tenant is en- 


titled to compensation only in respect of that portion of the goodwill that remains 
ittached to the premises, and 1s directly due to trading by himself and his 


ssors in title. Extraneous circumstances such as the situation of the 





mises, their proximity to a railway station ora bus stop, or the growth of the 
neighbourhood and the increase in popularity of the particular commodity dealt 
ire all discounted letermining what is compensatable goodwill. 
ry lifficulty of ving a case when such delicate calculations have to | 
de has not only imposed an uneasy burden on the shoulders of those who 
ave been called upon to determine these disputes, but has also laid a tremen- 
( ral et ( Ian litigants “7 assist Of expert a yu 
tants, survevors and lawyers is essential in proving any claim to compensation 
Iwill and each case has to run through a protracted gauntlet of pro 
lure Ch nquir\ m first before a refei who, after hearing all 
e, makes a report to the County Court Judge (who may then ord 
10] ise to be re-argued befor imself). Indeed the costs of a landlord and 
tenant action of this kind are often far in excess of the costs of the average Hig! 


Court action. Moreover, claimants are required to serve notice of claims on 








ieir landlords and, it they intend to claim a new lease, to commence pro- 

( lings i Courts within certain rigidly prescribed time limits. Failure 
bserve these time limits results in a complete loss of rights under the Act 

On th tther hand 1 d ision that was yiven by the Courts soon after th 
\ct came into operation laid down that the reverse procedure should apply to 
claims that were entered for compensation but were unaccompanied by any 
claim for a new lease; the tenant then is not entitled to institute proceedin 
until his tenaney comes to an end and he himself has actually quitted the 
es. The result of this decision has been to put a complete stop to claims 

f ompensation for goodwill only. 

In all these circumstances, it is small wonder that tenants soon began to 






ht shy of the Act and to settle their claims out of court on such terms as th 
landlord demanded (or else to forgo them altogether and to seek alternatiy 
i.ccommodation elsewhere). At the end of the second world war, it is true, 
earth of accommodation led to some revival in actions of this si 

latterly the stream has again turned to a mere trickle. The stage was 
isehold Committee 









to advocate some reform. 





“MONETARY SYSTEMS oF tHe COLONIES” 


FITS 1UTHORITATIVE SURVEY OF THE NATURE OF, AND 

| PRINCIPLES 1ND TRENDS BEHIND, THE MONETARY 
BRITISH COLONIES, FILLS 1 LONG- 
ECONOMIC LITERATURE. 
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should | ) ew leas npensation for goodwill wld be 1 l 
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| mount by \ t l of the busi carried on by th 
i] \\ (il Nisfit ] i | is Was ) Vi< te 1 
T] Ie I IR port s ses that tl Denent { the Act be extended 
( ll s of Dusiness mMIscs hitherto no reli h s b n given to ] ISses 
vhich manufacturing or wholesale business was carried on or to those used 
for professional purposes. [t suggests, however, that a tenant who is granted 
a new lease should pav the fair market rental nstead of the old fixed 
rental for the premises: this market rental, however, should be arrived at 
fter disregarding any increase in value due to goodwill or to improvements 
the tenant himself has executed. The Committee also proposes that the 
+ + } 


nt should not merely be given a “ once-for-all "’ right of renewal. Under 
hic 


lourteen vears, and once a new lease of whatever length is granted, the tenant 


ch a new lease may be granted is 


1 
il 


( Vs furt! ght OF set V of tenure 

Next, in order to avoid the hardship that tenants have suffered in the 
past through their failure to serve notice of claims and to commence proceedings 
vithin prescribed time limits, the Committee proposes that notice of the 
tenant s nights should be given in the first place by the landlord. It suggests 


tenant should be invalid unless it calls the 
enant’s attention to his rights; the idea is apparently that a statutory form 
for such a notice should be provided. In cases where the tenancy comes 
automatically to an end without any notice to quit being served, the Com- 


mittee suggests that a landlord should be put under the duty of reminding the 
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tenant that he should serve a notice of his claim; it argues that such a reminder 
should be served on the tenant not earlier than twelve months before the ter- 
mination of the tenancy. Finally, it should be noted that under the Com- 
mittee’s proposals, the question of compensation for goodwill would only arise 
when a renewal of lease is refused or when a tenant does not desire a renewal: 
it suggests, however, that the tenant should not be deprived of his right to 
compensation because of failure to exercise his contractual option to renew 
his tenancy or because he refuses an offer of a new lease or because of the 
determination of his tenancy by himself. It will be seen, therefore, that 
although extension of legislation as far as the recommendations of the Minority 
Report would be bitterly controversial, there are a number of useful reforms 
in this field also that would command fairly common consent. 






OTHER RECOMMENDATIONS 






Although the main issues debated before the Jenkins Committee were 
those of ‘‘ leasehold enfranchisement "’ and security of tenure for leaseholders 
of business premises, attention should also be given to its proposals for certain 
outside reforms—on the need for which its members were generally substan- 
tially agreed. The first of these related to the landlord’s right to demand 
repairs to the property. Some restriction on the right of the landlord to enforce 
a covenant to repair are already imposed (as far as internal decorations are 
concerned) by Section 147 of the Law of Property Act, 1925; and the Lease- 
hold Property Repairs Act of 1938 gives further protection to tenants of houses 
with a rateable value of £100 or less (providing the lease is for a term of 21 
years or more and has at least 5 years still to run). The Jenkins Report pro- 
poses that the benefit of the provisions of this latter Act should be extended 
to all types of premises and should apply to all premises let for 7 years or 
more and to claims for dilapidations served not less than 3 years before the 
termination of the tenancy. It also proposes that the lessee should not be 
under any obligation to put the premises into a better state than that in which 
1e found them—unless he has expressly covenanted to do so. 

The next point to be noted is that the Jenkins Report unanimously recom- 
mends the extension to residential premises of the rights already given to 
tenants of business premises by the Landlord and Tenant Act of 1927. Under 
this Act the tenant is given the same right to make improvements irrespective 
of the wishes of his landlord, and, providing the procedure laid down by the 
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Act is followed, to obtain compensation for these improvements. This com- 
pe ‘nsation is based on the increased rental value of the premises at the end of 
the tenancy caused by the execution of the improvements. 

Finally, some thing should be done about the vexed question of “‘change of 
user” of prope rty—the law about which seems to be in an unsatisfactory 
state. Most leases contain covenants prohibiting the tenant from assigning 
or changing the user of the property as well as from making improvements. 
The Jenkins Committee proposes that tenants should always be given the right 
of asking their landlords to lift these covenants—and that the landlord’s 
consent to such proposals should not be “ unreasonably ” withheld. Under 
Section 84 of the Law of Property Act of 1925 a tenant is already enabled to 
receive a discharge or modification of some ge covenants on the grounds 
inter alia that they have become obsolete through changes in the character of 
the neighbourhood. The principle of this Act was extended—in a way which 
many might consider reasonable—by Section 163 of the 1936 Housing Act and 
then—in a way that is bitterly controversial—by the 1949 Housing Act. 
Section 163 of the 1930 Housing Act empowered the County Court to grant 
relief from covenants that prevent the conversion of houses into flats whenever 
changes in the character of a neighbourhood have made it difficult to let houses 
as single dwellings. The startling innovation of the 1949 Housing Act was 
that it enabled the County Court to grant such relief in any case where planning 
permission to make the conversion had been obtained by the tenant. Most 
landlords argue that this provision is flagrantly unfair. A tenant who wishes 
to secure a relaxation of the covenants in his lease can now often make an 
application to the planning authority for planning permission behind the 
landlord’s back; no notice need be served on the landlord that such an applica- 
tion is being made. In view of the tone of the Majority Report of the Jenkins 
Committee it is surprising this provision has been left unscathed. 

This point leads aptly in to one general conclusion on the whole leasehold 
controversy. Whether or not one agrees with a recent view put forward by 
The Economist that ‘‘ land should never have been allowed to become private 
property "’, everybody who stops to think must sure ly agree with the conclusion 
of that paper that this possible “ original mistake cannot now justly be 
remedied by penalizing landlordism "’. This does not necessarily mean that 
steps should not be taken to prevent future speculation in the ownership of 
space—though experience of the Town and Country Planning Act has shown 
how difficult such steps are to devise. Still less should it be supposed that a 
case is being made out here (or is made out in the Majority Report of the 
Jenkins Committee) for ignoring the real—and sometimes anomalous—hard- 
ships suffered by some of those whose leaseholds are falling in under conditions 
of a sellers’ ascendancy in the property market. But the one clear fact that 
emerges from this whole Report is that a great deal of hard thinking will still 
have to be done before legislation can be devised that will alleviate these 
hardships, remove present anomalies, mould the law of property into suitable 
shape for the future—and yet hold on to the one clear concept that those who 
have invested in land in the past have a right to no less (and no greater) 
protection than those who have invested their savings in other ways. Mean- 
while, and until such legislation can be devised, there are a number of minor 
uncontroversial anomalies crying out for reform. 
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in bank parlance as ‘“‘ Vostro” accounts. In addition, eac 
maintains some hundreds of accounts of its own with correspondent 
rseas—these are known in bank parlance as “ Nostro accounts. E 
utral facade of the clearing’ banks’ agreed tariff for foreign operat 
there is a keen competitive struggle for securing “ Vostro “ accounts: 
arly every large bank established abroad keeps accounts with more t] 

Lon bank (it often has relations with four or five), an increase in business 
institution usually involves a lessened flow to some ot] 
imstances one of the main preoccupations of the Foreign Departi 

must be t against the weak organization and ¢ 

re sure to | ¢ loss of business in their train Chis loss will 
! f evidenced by the closing of a Vostro’ account by 
ik: things ot happen that way. But what can 
ling « rs to where they will be more promptly a1 
x and once this switching takes place it is always diffi 
agall Nostro ”’ accounts need equally careful v 
: se and fair distribution of orders to foreign correspo1 
is one of st wavs of attracting return business from them. Each L 
< | fore to keep a vigilant eye on the spread of the transactio1 
( titutions abroad, for it can be certain that the ups and d 
f relations with England are studied very closely 
| I | the yvners Of Vostros and to banks 
N are the dir responsibility of the Foreign Depa 
t egest si e of profit and the most likely cause of its 
| r, Operations in connexion with these accounts a1 
t before the war. Before the war sterling credit faciliti 
t to overseas banks, but to business houses as well, an 
h smaller total, were extended to private individual 
Br x ve control regulations have necessarily imposed severe 
S the grants of fresh advances or uncovered documentary credit facilities 
I reside of the sterling area and, at the same time, the exchar 
( ns of many countries outside the Commonwealth (and of one or tw 
thi have obliged many of their nationals to close their London acc 
r to lea them inactiv to-day, therefore, few non-residents other than 
bar can make extensive use of sterling credit facilities. Fortunately, | 
ever, there have lately been signs of a slow thawing out of restrictions 

it may be that within a year or two the opportunities for accommodating non 

residents will bear a much closer resemblance to the pre-war pattern 
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nce to those that may have to be faced if a freer market for transactions 


eferel 

these accounts returns. 

Risks on “ Vostro’ and ‘“‘ Nostro’’ accounts fall naturally into two cate- 
vories—direct risks and indirect risks. Direct risks on ‘‘ Vostros”’ includ: 
those on loans and overdrafts, on documentary credits (acceptance and sight) 
nd on guarantees. Dhirect risks on “‘ Nostros’’ include the danger that the 


ise of funds deposited in a free account abroad may be limited by subse juent 

















re ‘tive legislation in the correspondent’s country; another risk (very 
rarely materializing but highly embarrassing when the blow falls) is that the 
sidents of some countries can sometimes too easily obtain from their courts 
equivalent of a “ garnishee order "’, attaching the local balance of a foreign 
ink against whom they think they have a claim. 
Perhaps 1d isk 1s that attached to onting lhiabilit 
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( \ t! taking Ol iments 
ften results in the account being kept constantly in debit. It is ther 
isv for the lender ti erlook the fact, if fact it be, that cover is 1 
1g mptly remitted. This danger is all the greater if man rans 
ns are passing over the account, and it is a good rule, where possible, to keep 
ul credit as a separate account with interest set-off rights. Unfortunately, 
ver, for a number of different reasons, such segregation often proves to 
impracticable. 
Before the war London banks often granted sterling advances to oversea 
customers against the guarantees of the latter’s home banks, and this tvpe of 
advance has lately again begun to put in an appearance. Most lenders, how- 
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ver, regard proposals for such advances with caution, for, even though the 
guarantor be undoubted, exchange restrictions may put it out of the power of 
doth principal debtor and surety to meet their obligations; in addition, when 
he countries concerned are on the fringe of political conflict, bankers now have 
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to take into account the possibility of invasion. About the invasion risk 
nothing much can be done, but the transfer risk should always be covered by 
an undertaking from the guarantor’s central bank or other control authori rity 
that sterling will be made available if called for. Much the same considerations 
hold when an oversea contractor or manufacturer enters into a large under- 
taking (say, to supply capital goods over a period) and the party placing the 
order (himself in a second oversea country) asks that the promise shall be sup- 
ported by a London bank’s guarantee. These guarantees are “ placed”’ by 
the supplier’s own bank with one of its London correspondents. As they are 
nearly always for large sums and as the bank in London can keep no kind of 
check on either of the two trading parties, the risk is one that can only be 
entered into when the oversea bank is of first-class standing and when the 
liability under the guarantee is very clearly defined. 

In addition to formally granted overdraft facilities numerous debit balances 
are allowed to arise at British banks in order to protect the good name of 
overseas customers. In domestic banking there is a fair amount of this credit- 
giving, but the customer is always reasonably near at hand and probably 
personally known to the manager; moreover, the bank can be certain that the 
customer will not be prevented by his rulers from putting his account in credit. 
At the Foreign Department, when a drawing or a payment order comes in 
that would throw an account into unarranged debit (perhaps for a large sum) 
the banker always has to make a difficult decision. It is especially awkward 
if he refuses to honour the order and there turns out, after all, to be some 
cover ‘‘ in the house ’’; or, even if there is not, to be a covering remittance “ on 
the water’’. In an office with a staff that may be as large as a thousand, it 
is impossible, when a cheque is presented in the last clearing, to conduct an 
inquiry about what credits are on their way from a dozen or more de ‘partments 
to the account ledger; a decision has got to be taken on the assumption that 
an overdraft will arise if the cheque is honoured. Unfortunately, too, what 
is decided must often largely depend not only on what is known of the drawer 
but on what is known of the exchange set-up in his country. 










Risks ON DOCUMENTARY CREDITS 
In recent years the greater part of the risks accepted by a Foreign Depart- 
ment have been those attac he d to documentary credits. Sometimes a business 
house abroad establishes a “ line” with its London banker under which the 
latter enters into an obligation to take up documents to the debit of the 
“Vostro ’”’ concerned. Of much more importance, however, are the lines 
granted to banking correspondents. When a credit is opened in favour of a 
British exporter, a London bank has the satisfaction of knowing that the 
verification of the documents is not left to third parties and that irregularities 
can be discussed with the presenter on the spot; the bank comes on much 
more risk, however, when the exporter lives in some third country and the check 
on the documents has to be left to a bank in his city. A typical case is that m in 
which a Dutch bank asks its London correspondent to establish a sterlin 
credit line in favour of a Rio exporter for some shipments of produce from 
Brazil to Denmark. The London bank then requests its Rio correspondent to 
advise the exporter of the facility. The exporter will probably discount his 
drawings in Rio, but as he may do this either with the advising bank or with 
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one of its competitors, the draft and documents will not necessarily be sent 
forward by the correspondent chosen by the London bank. They may only 
arrive when the goods are nearing their destination and when there is little 
time to adjust discrepancies. If the bank in London finds the documents to 
be irregular, it may be placed in the awkward position of having to displease 
either its customer in Amsterdam or its correspondent (or some other important 
bank) in Rio. 

Before the war one of London's attractions as an international financial 
centre was the freedom and good judgment shown by its clearing and merchant 
banks in lending their names under acce ptance credits. These facilities were 
granted at very low rates and (for the clearing banks at any rate) one of the 
main virtues of the business was that it attracted other more remunerative 
transactions. When credits to non-residents were cut down after 1939, accep- 
tance lines were early sufferers, but they are now reappearing for dealings with 
soft currency countries; present moves towards greater freedom of European 
trade will presumably lead to still greater toleration of such lines by the British 
authorities. When judging any particular request for acceptance facilities the 
granting bank’s first concern is the standing of the applicant; his next is the 
purpose behind the credit. As borrowing rates are to-day very high in France, 
Italy and many other European countries, it is often a great temptation to a 
foreign importer to finance not only the purchase but also the holding of his 
goods through a London credit at, say, 2 per cent. per annum. Sterling accep- 
tance credits should not be used for this purpose. British banks must keep 
well clear of anything that savours of the old pre-war “ kite ”’ bills; the latter, 
it will be remembered, were bills that were drawn under credits by overseas 
banks (usually on their London branches) and that often had no direct mer- 
chandise backing at all. 

Even if the party who is asking for an acceptance line is sound, and even 
if the purpose is entirely suitable, however, the London bank must look beyond 
these points to the credit standing of the customer’s country. This last con- 
sideration, of course, was sometimes very relevant even before the war—in 
the case of Brazil, for instance, when coffee was a drug on the market. It 
has become of much greater importance in these days of bilateral trade. Spain 
is a case in point. Most credits now granted to Spanish importers are, in 
fact, sight credits, but before long acceptance facilities may become important. 
Unfortunately, however, nobody seems to know exactly what sterling Spain 
has available, although the amount is believed to be inadequate for her require- 
ments. As long as the London banker feels sure that the Spanish authorities 
will not sanction the opening of more lines than there will be sterling to support, 
then he will grant acceptance facilities; but to feel sure he must know about 
personalities and policies. It is here that the advantage of cordial “‘ Vostro ’ 
and ‘“‘ Nostro”’ relations becomes most evident. A London banker can no 
longer sit in his office all the year round giving audience to the representatives 
of his overseas correspondents. He still receives many visits of this kind, 
but it is becoming more and more necessary to return the compliment and 
see how the innumerable problems look from the other side. Though the 
efficiency of a Foreign Department in the conduct of its routine operations is 
still the major consideration in the minds of its customers, successful personal 
contacts by its management with their opposite numbers abroad count for a 
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it deal; such contacts, indeed, often enable routine to be improved as a 
‘sult of a study, on the spot, of other people’s methods. 

Two other kinds of risk remain to be dealt with. The first is that on 
ivances against a deposit of stocks and shares. Before the war there wer 
is fashion. The Greeks borrowed 
against sterling of Greek bonds: the Portuguese borrowed against 
tliat rlin ponds ; an lere were numerous advances against gold 


British industrials. This sort of borrowing is now handi- 


] 


a large number of overdrafts secured in th 


capped by two factors. The first is that many international bonds expressed 
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* 
The concluding article of this series will deal with risks run by the Foreig! 
Departments in dealings in stocks and shares. 
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International Banking Review* 


Argentina 


HE Ministry of Finance has announced important modifications and simplifi- 

cations of the svstem of exchange control and exchange rates. The number 

of exchange rates has been reduced to three. First, basic exports (hitherto 
financed at 9.40 and 13.53 pesos to the £) and preferential imports (hitherto 
financed at 10.45 pesos) are to be financed at 14 pesos to the £. The list of basic 
exports includes meat, cereals, wool and vegetable oils: the list of preferential 
rts is practically confined to coal and petroleum products. Secondly, pre- 
:1 exports (mostly previously financed at 16.04 pesos to the £) and basi 
i ts (previously financed at 15.04 and 17.04 pesos) are to be financed at 21 
pesos to the 4. The list of preferential exports includes butter, cheese and many 
ricultural products; the list of basic imports comprises all products 
considered essential. Finally, a free exchange market has been established, on 
which foreign exchange can be sold by new foreign investors, tourists and exporters 


ce 





secondary a& 


of manufactured goods and on which foreign exchange can be bought bv importers 
s and (within limits described in an article on page 237) by those 


J 


of inessential goor 


making overseas remittances. 


Australia 

Australia has been granted a loan of £100 millions by the International Bank 
for Reconstruction. The loan is to be used to pay for capital goods and other 
equipment needed for private and governmental development projects due t 
be carried out in Australia during the next two vears. The Bank has also indi- 
further financing of Australian development. The Federal Treasurer, Mr. Fadden 
has pointed out that Australia can afford to spend the dollar proceeds of the 
loan only on essential equipment and materials; strict economy will consequently 


cated that it is willing in principle to participate over the next five vears in the 


still be needed in Australia’s dollar expenditure. Mr. Fadden has also stated 
h eranting of the loan will necessitate some recasting of the Federal Budget. 
Mr. Menzies, the Australian Premier, has announced that arrangements have 
beet icluded with the British Treasury whereby loan drawings will not count 


inst the Commonwealth's applications for dollars from the sterling area pool. 
iv dollars that Australia earns as a result of the industrial expansion mad 
ssible by the loan will, however, be contributed to the pool. 





1 


Estimates given in the report of the Commonwealth Bank for the year to 
June 30, 1950, suggest that of a total capital movement into Australia of 4A 45) 
nillions in the past four vears only about one-third was accounted for by genuine 

pital investment in the country. The remaining two-thirds was thought to 

resent hot’ money transfers stimulated by the possibility of the early revalua 








lon of the Australian pound. The report points out that, excluding the temporary 
capital inflow, Australia’s present external reserves are equivalent to the valu 
of only about six months’ imports at current prices. The report declares that the 
flow of overseas capital and the rise in export incomes have added to internal 
inflationary pressures. The volume of money owned by the public is stated to 
| increased by nearly {A 300 millions to £A 2,060 millions in the year to 
0. The Bank’s net profit during the past vear is given in the report as 
{7,015,000, a decline of {A 65,000 on the previous year. Of the total, 4A 4.3 
millions came trom operations of the note issue department, £ A 970,000 trom 

tral banking business and the balance from general banking, rural credits and 
similar activities. 





+ } . : ‘ , 
Uther current international banking news is discussed in ‘‘A Banker's Diary ’’, on pages 203-205 
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[he Federal Government has accepted in principle a proposal that export 
taxes should be imposed on wool, lead and zinc. The uses to which the proceeds 
of the taxes will be put have not yet been decided, but they are expected to be 
linked with a system of home consumption subsidies and with the provision of a 
‘cushion "’ for wool producers in lean times. 


Brazil 


An agreement has been concluded with the British Government covering trade 
between the two countries in the year to June 30, 1951. This provides for United 
Kingdom exports to Brazil to the value of £33.2 millions on ordinary merchandise 
account. In addition, there will be oil shipments to the value of £11.5 millions. 
Brazilian exports to the United Kingdom will amount to £51.4 millions. Brazil 
has insisted on the cain of the previous ban on the re-export by the United 
Kingdom of coffee beans, cocoa beans and raw cotton acquired from Brazil. 





Burma 





The Budget for 1950-51 provides for total revenue of Rs. 584 millions and 
expenditure of Rs. 593 millions. This leaves a deficit of Rs. 9 millions, which the 
linance Minister has stated will be left uncovered for the present in the hope that 
it will ultimately be eliminated by savings in expenditure and by improvement in 
the efficiency of tax collection. No major changes in taxation are being made in 
the new Budget year, except for a slight reduction in entertainments duty. The 
Minister asserted in his budget statement that the financial position of the country 
had improved slightly with the restoration of law and order. Foreign capital was 
still tending to avoid Burma, but it was the policy of the Government to create 
conditions favourable to the investment of foreign capital in the country where 
such investment would be beneficial to national interests. 

An economic co-operation pact has been concluded with the American Govern- 
ment, under which between $8 millions and $10 millions of United States aid will 
be extended to Burma in the current financial year. 


Canada 


The Government has introduced a “‘ pay-as-you-go "’ Budget to meet additional 
defence outlays which are expected to amount to $244 millions this year. The 
new taxes, which are expected to bring in $189 millions in a full financial year, 
embrace increased rates of tax on corporations and on semi-luxury goods, inc luding 
motor cars, tyres, soft drinks, candy and beer. 

The Minister of Finance, Mr. Abbott, has announced that import controls are 
to be re my ixed. The new measure is expected to lead to an increase in imports from 
the U.S. of the order of $75 millions per annum. The Minister expressed the hope 
that thhe remaining emergency import controls could be abolished if the improve- 
ment in the Dominion’s gold and U.S. dollar reserves continued at the present rate. 

The Government has sought Parliamentary approval for a bill to give it the 
power to damp down inflationary pressure by limiting the amount of credit 
available to consumers for the purchase of durable goods. The Minister of Finance 
has explained that the effect of the authority would be to regulate three types of 
credit—instalment selling, charge accounts that might be used to circumvent and 
frustrate restrictions on instalment sales, and loan repayments that have the same 
effect as instalment credit. 








India 
A Government statement has disclosed that India’s sterling reserves showed a 
net rise of some £5 millions in the year to June 30, 1950, and stood at £620 millions 
at the latter date. In the first three months of the period they declined from 
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{615 millions to £583 millions, but the favourable turn in the country’s overall 
payme nts position after de valu: ition of the rupee resulted in a sharp recovery (to 
{644 millions) in the ensuing six months. The slight relapse in the April-June 
pe riod of this year is attributed in the main to the seasonal decline in exports. 
It seems _ ible that the figures given for total sterling balances in this statement 
exclude the capital value of the annuity purchased by India in 1948 for payment 
of pensions to British servants of the former Indian Government: this annuity, 
the value of which now amounts to about £167 millions, is included in the British 
tally of total sterling balances. 

The report of the Indian Rural Banking Enquiry Committee argues that the 
proper role for the Imperial Bank of India in the banking and financial system 
of the country should be primarily that of an auxiliary to the Reserve Bank. The 
report asserts that it is wrong in principle and against the long-term interests of 
the country that Government currency chests, with all the prestige and other 
benefits that they carry, should be entrusted to a single commercial bank. Asa 
first step towards bringing the bank under closer official supervision, the committee 
recommends that the Government should re-assume the powers to regulate the 
bank’s working which were vested in it by the Imperial Bank Act of 1g21 but 
which were allowed to lapse in 1934. It also advocates closer Government control 
over the appointment of senior officials and the termination of the present power 
of the bank’s executive to exercise proxies on behalf of the shareholders. It 
suggests steps that should be taken to ensure that the bank does not make undue 
profits or obtain competitive advantages over other banks through its custody 
of the national currency reserves. 


Israel 


A statement issued by the Government has drawn attention to the gravity of 
the country’s economic situation and to the magnitude and complexity of the 
problems confronting the new state. The main causes of the recent economic 
deterioration were said to be the rise in the price of imports that had sent foreign 
exchange expenditure well beyond the planned level, the difficulty of building up 
adequate reserves of food and other essential goods, the drain on external reserves 
and public anxiety following the introduction of clothes rationing. The statement 
pa a that the Government was endeavouring to close the trade gap by import 
control and by raising overseas loans. 


Italy 

It has been announced that at the end of 1950 Barclays Bank subsidiary in 
Italy—Barclays Bank S.A.I. at the Piazza di Spagna, Rome—will close and that 
the Italian business of all banks in the Barclays group will thereafter be transacted 
entirely through their correspondents in Italy. Barclays Italian subsidiary was 
established in January, 1925, with an authorized capital of 50 million lire of which 
15 million lire was paid up. The offices of the bank in Italy will be taken over by 
the Banca Commerciale Italiana. 

Malaya 

The Government is seeking the approval of the Federal Legislative Council for 
amendments to the income-tax law recommended by the Malayan Board of 
Income Tax. One of the main proposals would extend the ruling that permits 
expenditure connected with replanting plantations to be deducted for income tax 
purposes; it suggests that such deductions should not be restricted to expen- 
ditures arising from replanting with the same crop. Other proposed adjustments 
concern allowances for capital expenditures incurred by the mining industry, 
allowances for the depreciation of plant and buildings and the treatment of com- 
pensation received for rehabilitation expenditure. 
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Netherlands 


Che Dutch authorities have granted permission to the banks to arrange forward 
xchange sales on behalt of their clients. Transactions may be arranged in American 
ll t rwegian, Danish, Belgian, Swiss and 


and Canadian dollars, sterling, Swedisl 
encies as Well as D-marks, Portuguese escudos, Brazilian cruzeiros and 


A 













French cvrt 
Dutch West Indies guilders. The business must be concerned with operations of 
urely commercial character, but may include transit trade transactions. Per- 
missi to arrange forward purchases of exchange was given some time ago. 
New Zealand 

| Budget estimates provide for expenditure of £167.S millions of which 
£16. illions will be spent on fence and £77.5 millions on social services. |; 
spit f this increased expenditure, the Government believes that it can balanc: 

Budget without anv increase in éxisting rates of taxation. It has also stated 
that 1 t intend to finance Governmental outlavs by borrowing from the 
Res Bank and poli f lifting controls will be continued. 

In his Budget statement, the Prime Minister, Mr. Holland, estimated total 
foreign exchang irnings this vear at 4200 millions, compared with receipts of 
£160 millions in 1949. External expenditures were also expected to reach £200 
millions, compared with 4165 millions in 194 But for the rise in wool prices, th 
Premier assert the level of tl terlirg reserves would have given cause for 
annxiet H laimec the external position would have been much stronget 
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Norway 


[he Norwegian Minister of Commerce has revealed that 
the country’s terms of trade since the beginning of the y 
country’s balance of payments. Despite E.R.P. aid and the 


$60 millions which Norway expected to obtain during the 


‘ould have to be some cuts in Norwavy’s imports. The 


that although the volume of Norway’s exports to dollar 
materially since devaluation, the net rise in value had |} 
Loans and advances by Norwegian joint stock banks incre 


» 249 million kroner over the first six months of this year. 
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in the demand for bank finance is attributed to heavy import 


development works. Bank deposits showed little net change « 


Pakistan 


[ International Monetary Fund has postponed its judgment about the justi 
t lue for the Pakistan rupee as notified to the Fund by the 
Pakistan Government. This decision has been criticized by the Indian Finance 
Minis but Mr. Ghulam Mohammed, Pakistan Finance Minister, has declared 
Pakistan will not be influenced by outside pressure on this question. 
United Kingdom Industrial Mission to Pakistan has emphasized that 
Pakist hould make speedy and firm decisions about her requirements of Britis 
goods. It has suggested that the Dominion should encourage the inflow of overseas 
that it does not adh t policy itionalization. 
South Africa 
st repor f the National Finance Corporati South Africa, formed 
South African | s and invest! . <1 nel idle funds 
mI t OWS t at tl ft fu : corporatl 
1\ : : £62 million t sh balance of £7.5 
i Of t vestn tal, 453.4 millions . nted for by maturities 
. LO l all but 4 ) t nainder by maturities 
1 to ru Net ince roviding for administration 
; llocat to investment res out at £466,0 
\ ct1o1 ( l Cl there Was ! I49,00( 
\ s I ! [1 rh ional Ba Vix ( IR ( s t1o he ided D\ \I 
| ( : B | Li LD yay < ] j t n nvestigatio 
) ? icular att i 1 \ pal to ad velopt ( 
| Col e railways, electricity, tron and steel productio 
» and s ndaryv industry. The Union's bud sition has also b 
eX Y] ev was undertaken in anticipation of a South African applic 
nee t purchases of capit Hupn tbroad. 
Uruguay 
wuay has been grant t loan of $33 mill s by t Inter ional Bank f 
IX st on and D lopment ized for meeting the 


The proceeds will be util 


the deterioration in 


‘ar has weakened the 


» “initial credit ’’ of 
first year of E.P.U., 
Minister also stated 


countries had increased 


ery small. 

ised by 13} per cent. 
The rapid expansion 
s ol capital goods for 


ver the 


same period. 


xtending electric power and telephone facilities. The loan is for a period 
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Publications 


The Law of Mortgages. By C. H. M. Waldock. (Stevens & Son and Sweet 
& Maxwell, xxix and 450 pp., price 35/-.) In virtually re-writing this standard 
work on mortgages, Professor Waldock, who holds a chair of international law 
at Oxford, has a more than demonstrate his extraordinary catholicity of 
scholarship. He has also brought an open mind—and much original investi- 
gation—to bear on to his subject, particularly on the law of bills of sale. 
Although his book claims to be designed primarily for law students, its style, 
as well as its subject matter, makes it suitable for secretaries, accountants, 
bank officials and others for whom mortgages are a business fundamental. 
The book is excellently produced with a detailed summary of contents. One 
of the few criticisms that may be levelled against its lay-out is that the learned 
but untested opinions contained in’ it are not always clearly separated from 













undisputed law. 

There are also one or two points in which a practitioner might like to have 
further comment from the author. For instance, the references to the little- 
ventilated, but not unimportant, subject of protection of mortgagees under the 
Rent Acts could be more detailed; there could be more discussion of the 
protected position of the legal mortgagee compared with the vulnerability of 
the equitable mortgagee. Some readers might also have liked more information 
than that given on pages 92 and 407 about the Agriculture Credits Act charges, 
and others will regret that the chapter on ships contained in the earlier edition 
has been omitted, for the difficult but increasingly important subject of mort- 
gages of foreign ships is one on which Professor Waldock’s views would have 
been particularly valuable to business men. F.R.R. 



















Publications Received 

Ss Poult) In this delightful little book, Mr. Frederick Froom, 
f the Midland Bank, ranges over the history of the site of the bank’s head office with a nice 
on and wit and an obvious love for his subject. All who work in and around this 
h pleasure from reading it. By F. J. Froom (Watmoughs 
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ion of Consumer Goods. This compilation of nearly a hundred case studies of the 

ind costs of distributing a wide range of different commodities is based on research 
ken in 1938 The time interval between the research and the publication of the book 
with the difficulty of drawing firm conclusions from the widely differing data presented 





ra or 1at from the value of this ambitious experiment in an untried field. By James 
B. Jefferys Mat garet Maccoll and G. L. Levett. (Published for the National Institute of Economic 
nd Social Research, by Cambridge University Press, pp. 430, price 35/-.) 

Polit fyvials and Errors, by Lord Hankey (Pen-in-Hand Publishing Co., Ltd., pp. 150, 


d 















S aul A ints and the Business Enterprise Sector of the National Economy, by F Sewell 
) 





Bray (Cambridge University Press, pj 100, price 10/6). 
Taxable and Busin Income, by Dan Throop Smith and J. Keith Butters. (National Bureau 


of Economic Research, Inc., New York, pp. 342, price $4.00). 












Appointments and Retirements 


Barclays Bank— Vanchestey District: Mr. 1. Traill, local directors’ assistant at Birmingham, 
to be a local director Inspection Dept Mr. F. Cooper to be an inspector. Premises me’ 






it 












Mr. J. W. Mi ton, from Church Street, Peterborough, to be a premises manager, jointly W1 

Mr. A. J. Burton. Trustee Dept.: Mr. F. H. Williams, chief clerk at the Income Section at chi t 
office, to be a sub-manager. Chief Foreign: Mr. F. W. Weir, an inspector, to be a sub-manager 
Beckenham: Mr. W. R. Shaw, from East Croydon, to be manager. Caterham: Mr. H. Blanchard 
from Cavendish Square, to be manager. Cavendish Square: Mr. H. J. Francis, from Fleet Street 














Goslings), to be assistant manager. Croydon, East: Mr. L. G. Nott, from Carshalton, to! 
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manager. Fleet Street (Goslings): Mr. N. C. Lockyer, from Marble Arch, to be assistant manager. 
Harrow, Preston Road: Mr. W. J. Giddins, from Kensington High Street, to be manager. Marble 
fych: Mr. P. A. Eve, from Head Office, to be assistant manager. Birmingham, New Street: 
Mr. H. T. Wheeler, from Queen Square, Wolverhampton, to be assistant manager. Boreham 
Wood: Mr. S. G. Neave, from Cranleigh, to be manager. Cardiff, Queen Street: Mr. G. P. Thomas, 
chief clerk, to be assistant manager. Cranleigh: Mr. J. R. Hobbs, from St. Albans, to be manager. 
Peterborough, Church Street: Mr. P. E. Coles, from Head Office, Advance Dept., to be manager. 
St. Alba Mr. S. W. C. Goodwin, chief clerk, to be assistant manager. Wolverhampton, Queen 
Sguave: Mr. |]. B. Pearson, chief clerk, to be manager 
District Bank—/London, 413 Oxford Street: Mr. K. McMinn, from Old Bond Street, to be manager. 
Lloyds Bank—L iverpool, District Office: Mr. G. P. Chambers, from South Shields, to be district 
manager’s assistant. Eastern Dept.: Mr. S. Rainsbury to be assistant manager. Executor and 
Trustee Dept.: Mr. R. C. Battams, from 39 Threadneedle Street, to be general managers’ assistant, 
and Mr. H. J. Davidson, from Bristol, to be sub-manager at 39 Threadneedle Street Alton: 
Mr. | {. Foster, from Winslow, to be manager on retirement, owing to ill health, of Mr. G. S 
Murray thurton: Mr. R. E. Ashford, from Helston, to be manager on retirement of Mr. 
B. W Blight Banstead: Mr. K. H. Clarke to be manager. Bournemouth, Charminster Road: 
Cc. W. J. Ellis, from Harrow, to be manager on retirement of Mr. W. Sutton Harrogate : 
r. S. G. Beards, from Hebden Bridge, to be manager on retirement, owing to ill health, of 
A. L. Johnson. Hebden Bridge: Mr. C. Heeley, from Vicar Lane, Leeds, to be manager. 
Highbridg Mr. C. W. Robinson, from Oxford, to be manager. Liverpool, Victoria Street: Mr 
H. H. D. Abraham, from District Office, Liverpool, to be manager on retirement of Mr. N. McCaig 
South Shield Mr. G. J. Longbotham, from Kingston-on-Thames, to be sub-manager. Wizs/ 
Mr. R. L. Q. Moore, from Faringdon, to be manager. Jndia—Madras: Mr. E. H. Cattell, from 
Amritsar, to be manager. 
Martins Bank—Seaham: Mr. R. L. Scott to be manager. South Shields: Mr. W. J. Richardson 
to be manager on retirement of Mr. H. M. Gibson. Sunderland: Mr. K. Young to be assistant 
manager. 
Midland Bank—/London—Coleman Street: Mr. R. C. Ashwood to be assistant manager; East- 
cheap: Mr. R. S. Lee, from Mincing Lane, to be manager on retirement of Mr. F. Elt; Mincing 
Lane: Mr. C. G. C. Allen, from Coleman Street, to be manager. Brynmawr: Mr. T. E. Davies, 
from Abersychan, to be manager in succession to the late Mr. R. M. Matthias. Foleshill: Mr 
>. C. Burrows, from Coventry, to be manager on retirement of Mr. H. Manning. Hove, Portland 
Mr. J. M. Waddell to be manager in succession to the late Mr. G. E. Smith. Leigh-on-Sea 
M. Eaton, from Southend-on-Sea, to be manager on retirement of Mr. C.C. Tune. Margate 
Mr. R. W. Dodsworth, from Portslade and West Hove, to be manager on retirement 
Clarke. Penarth: Mr. W. I. Jones, of Llanelly, to be manager on retirement of Mr. A. 
Portslade and West Hove: Mr. L. C. Robinson, from Eastbourne, Old Town branch, to 
be manager 
National Bank—Mr. John W. Dulanty, C.B., C.B.E., LL.D., has been co-opted to a seat on 
the board in place of the late Sir Thomas Molony 
Westminster Bank—Head Office: Mr. L. J. T. Webb, from St. Mary Axe, to be an inspector 
of branches. Bishop’s Stortford and Harlow: Mr. J. T. Comber, from Hartley Wintney, to be 
manager. Braintree: Mr. D. Mastin, from Bedford, to be manager on retirement of Mr. A. J. 
Jenkins. Chelmsford: Mr. H. V. Berthelot, from Bishop’s Stortford and Harlow, to be manager 
on retireme Mr. B. L. Humphrys. Darlington: Mr. D. Hopley, from Whitehaven, to be 
manager les, Monton Green and Patricroft: Mr. D. P. Treloar, clerk-in-charge at Patricroft, 
to be manager on retirement of Mr. T. B. Mills. Hartley Wintneyv: Mr. O. C. M. Hale, from 
Sittingbourne, to be manager. Neynusham: Mr. A. J. Duncalf, from Frome, to be manager. 
] ding: Mr. H. W. Gilbert, from Park Lane, to be joint manager with Mr. R. C. Burtt. 
1, Market Place: Mr. J. Ball, from Sutton-in-Ashfield, to be manager on retirement, 
ealth, of Mr. J. F. Quine. Park Lane: Mr. A. F. Borrow, from Sloane Street, to be 
etersfield: Mr. H. R. Gunner, from St. Neots, to be manager. St. Leonards-on-Sea: 
well, from Oxford, to be manager. St. Marv A xé Mr. D. Robson, of the joint 
nanager’s dept., Metropolitan Control East, to be assistant manager. S¢t. Neots: Mr. 
in, from Andover, to be manager. Sutton-in-Ashfield: Mr.C.S. Booth, from Darlington, 
iger. Walmer: Mr. R. V. Jones, from Petworth, to be manager 


MR. A. H. LEWIS 

The untimely death this month of Mr. Athol Lewis, London manager of the 
Commonwealth Bank of Australia, has robbed the Citv of one of its best-loved 
personalities and deprived City journalists of a widely informed and kindly friend. 
Mr. Lewis, who served the Commonwealth Bank in London for more than twenty 
years and who was London manager of it for more than ten, had been in failing 
health for some time; his passing at the age of 59 will leave a void in the social 
and business life of the City that it will be hard to fill. 
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Treasury Deposit Receipts 


Raised 

4m 

33° ime ua 260. 
3r.C«e “* .- 274-: 


30 ae oe oe 295 


Redeemed 
#m. 
I8I.0 


158.5 
194. 


258. 


ss o e. — 
29 e° e° oe 50. 
6 ae ‘ ae 155. 


200. 


183. 
208.5 
142.5 
— 288. 


jut So. 


3 
3 


29.5 

50. oo. 
IIo, 
140 
105. 50. 


$5. 


165. 
190, 


Outstanding+ 
{m. 
I511. 
1135. 
1243. 
gil. 


aa 
“ie 


754- 
872. 
583. 
494. 
495. 
455. 
400. 
350. 
405. 


$50.0 


* Periods ended on last Saturday in each month, except at final month in each quarter. 


t The T.D.R. issue reached its highest level on September 7, 


1950 
Week ended : 
Mar. 18 


#) 


Years and 
Quarters 


1946 
1947 

194° : 
I 

II 
III 
IV 


Total, 
1949: 
I 
II 
III 
IV 
Total, 


1950 : 


I 
II 


1950 
Week ended : 


June 17 


Net New | 
Raised Redeemed Borrowing 
— 12.5 - 12.5 


—- 15.0* — 15.0* 


Sept. 
10,0 a oe 25. 
: .. 3. 


* Unofficial figures. 


50.0 - 


40.0 —- I0.,0 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Financed by : 


2296 


1945, at £2225 


Raised Redeemed 
40.0 


30.0 


50. 
50. 


millions. 


Net New 
Borrowing 
10.0 
20.0 


oO - 
oO ~ 


Reserves 
at end of 





Deficit — ———__—__—_—— ——__—— 
U.S. and Purchases S. African 
Canadian from Gold 
Credits I.M.F. Loan 

1123 . 

240 nm 


2972 


9-4/9 
a 
345 
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E.E.P. 


Change 


Period 


in 


Reserves 


2696 
2079 


220 
618 


162 
321 
143 


79 
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